
German minister 
rebuffed over Nato 
nuclear strategy 

Joschka Fischer, Germany's 
Green foreign minister, chal- 
lenged Nato yesterday to reduce 
its dependence on nuclear weap- 
ons and reconsider its tradition at 
refusal to rule out being the first 
■ to use atomic arms fn a conflict. 

{ The US, Britain and France 
reacted coolly to the first open 
£, questioning of the defence alli- 
G ance's nuclear doctrine by a 
I major ally. Page 16 

IMF quandary ora- Russia 
The International Monetary Fund 
faces an intense dilemma over 
lending to Russia, which owes it 
more than $19bn. Some observ- 
ers iear the IMF may have to 
lend Russia still more. European 
news. Page 3 

Chechnya captives found beheaded 
The severed heads of three Brit- 
ons and a New Zealander kid- 
napped by Chechen gunmen 
were discovered on a road in the 
breakaway Russian region. The 
four were captured in October in 
Grozny, where they wore install- 
ing a mobile phone system. UK 
news. Page 12 

Germany, Francs urge job targets 
Germany and France urged Euro- 
■ pean Unton governments to 
■\ commit themselves to “binding 
and verifiable" employment tar- 
gets. European news, Page 2 

. f Scientists advise on human cloning 
Britain should allow human clon- 
ing for medical research but not 
to produce babies, government 
advisers said. Experiments could 
begin within a year of the regula- 
tions being passed, they pre- 
dicted. UK news, Page 12; Edi- 
torial Comment, Page 15 

Clash over US pensions 
Democrats and Republicans 
clashed over reforms to the 
social security system in spite of 
President Biil Clinton's plea for a 
compromise to save the state 
retirement programme. US news, 
Page 10 

CBntDfl heads for Mideast trouble 
President Bill Clinton begins a 
visit to Israel and Palestinian 
a Authority areas on Saturday amid 
i concern that what was meant as 
1 a celebration of the peace pro- 
cess might end in recriminations. 
International news. Page 7 

$2.7bn In aid pledged to Vietnam 
International donors pledged 
S2.7bn in aid to Vietnam. They 
urged faster economic reforms to 
help it fend off the worst of the 
world economic crisis. Asia 
news. Page 8 

UK approves container port project 
Hong Kong has said work can 
begin on its HKSIObn (USSI.Sbn) 
CT9 port development, ending 
six years of political and com- 
mercial bickering. The develop- 
ment should be finished in 2002. 
Asian new, Page 8 

Invest in China, says Blair 
Prospects for British trade with 
China were “limitless", UK prime 
minister Tony Blair told business 
leaders, despite his concern 
about Beijing’s human rights 
record. He praised Beijing for 
ending an era of “politically 
inspired deals" and encouraged 
j. UK companies to invest in the 
j-j country. UK news, Page 12 

jV Anwar plea over trial evidence 
«- Sacked Malaysian finance minis- 
ter Anwar Ibrahim is asking the 
judge to throw out the testimony 
of a crucial witness in his sex 
and corruption trial. Asian news, 
Page 8 


AT&T to pay $5bn 
for IBM’s worldwide 
data network 

AT&T chairman Michael 
Armstrong agreed to pay $5bn 
for a worldwide data network run 
by IBM. The deal Is likely to play 
a central part in AT&T’s attempts 
to raise its presence as a pro- 
vider of internet services, particu- 
larly to multinational companies. 
Page 17; Lex, Page 16 

Deutsche Baltic launched the first 
big exchangeable bond issue 
denominated in euos, to raise 
up to El .5bn following Its pro- 
posed SlO.Ibn acquisition of 
Bankers Trust of the US. 

Page 17 

Japan's govern m e n t was urged by 
the Keidanren, an influential Jap- 
anese business group, to issue 
up to Y30,000bn ($250bn) of 
bonds to purchase corporate 
shares and stave off a further 
decline in the stock market 

Boechst, Gorman chemicals 
group, won approval from unions 
and independent industrialists 
who srt on its supervisory board 
to proceed with its planned 
merger with Rhflne-Poulenc of 
France. International compa- 
nies, Page 18 

(Bubal Telesystems, a US-based 
telecoms group with most of its 
operations in eastern and central 
Europe, is buying Esprit Telecom, 
one of Europe's new alternative 
operators. Companies and mar- 
kets, Page 17; Lax, Page 16 

Eastern Group, Britain’s biggest 
electricity supplier, is poised to 
link with a Spanish electricity 
company to increase its conti- 
nental European power trading 
operations. UK companies, 

Page 23 

Union Carbide, US chemicals 
company, warned that its fourth- 
quarter earnings would be hit by 
weak chemical markets particu- 
larly in Asia. Page 22 

General Electric chairman Jack 
Welch acted to take more direct 
control of his group’s fast-grow- 
ing financial services business by 
replacing Gary Wendt, the abra- 
sive executive who had headed 
it, with a younger management 
group. US companies. Page 22 

Mitsui Life became the first 
Japanese mutual life assurer to 
announce plans to become a 
listed company. In the latest 
response to difficulties in the 
country’s life sector. Asia-Pacific 
companies, Page 20; Hurri- 
canes ravage US insurers. 

Page 22 

Israel Chemicals' privatisation was 
completed, raising Shkl^bn 
($330m) In a 31 J5 per cent offer- 
ing of the export-driven chemi- 
cals group on the Tel Aviv stock 
exchange. International compa- 
nies, Page 18 

Glaxo Weticoma Egypt became 
Egypt’s leading manufacturer of 
pharmaceuticals after its Si 1 7m 
purchase of rival Amoun Pharma- 
ceutical Industries. International 
companies, Page 18 

Daewoo, South Korea’s third 
largest conglomerate, is cutting 
its number of subsidiaries from 
41 to 10 as it seeks to halve its 
debt burden. Asia-Pacific corn- 
parties, Page 20 

World Equity Markets 
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Largest ever European link-up will create one of world’s biggest pharmaceutical groups worth $70bn 
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By WIDtam Lewis ta New York, 

Tim Burt bi Stocktafcn 
and David Pilling fa London 

Zeneca, the UK drugs group, and 
Astra, the Swedish pharmaceuti- 
cals group, are expected today to 
announce the largest-ever Euro- 
pean merger. 

If successful, it will create a 
company with a market capitalis- 
ation of around STObn, making ft 
one of the world's largest phar- 
maceutical groups. At yester- 
day’s market close Zeneca had a 
market capitalisation of $39bn 
and Astra S31bn. 

Last night, after inquiries by 
the Financial Times, Ze ppca said 
it was In advanced merger talks 
with Astra. A spokeswoman said: 
“Following speculation, the 
boards of Astra and Zeneca 
announce they are in advanced 
discussions regarding a possible 
combination of the two compa- 
nies in a merger of equals." 

People close to the deal In Lon- 
don and Stockholm said they 
expected the all-stock merger to 


be announced this morning. 

The combined company would 
have estimated annual sales this 
year of approximately $i6.2bn 
and pre-tax profits of SS^Sbn. 

'The expected Zeneca-Astra deal 
follows the announcement that 
Germany’s Hoechst and France’s 
Rbon e-Poulenc are to merge their 
Ufe science businesses into A ven- 
ds, and that Sanofi and Synthel- 
abo, two medium -sized French 
groups, are also to merge. 

The wave of mergers is being 
fuelled by the need to spend an 
average of SSOOm on each new 
drug only a few of which become 
$lbn blockbusters. Rapid 
advances in biology, particularly 
in the field of genomics, are pres- 
enting companies with hundreds 
of new drag leads, stretching 
R&D budgets even further. 

However, a handful of mega- 
deals have collapsed after being 
announced, including the pro- 
posed merger of SmlthKUne Bee- 
chara and Glaxo, Monsanto 
and American Home Products. 

In recent months Astra has 
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made clear it wants to link with 
another leading drugs company- 
chief executive Hakan Mogren 
has gone so far as to flag Zeneca 
as its preferred partner. 

Earlier this year Astra cleared 
the way for a merger by negotia- 
ting to acquire control of its US 
joint venture from Merck, (me of 
North America's largest drug 
manufacturers. 

In recent days Mr Mogren is 
thought to have played a pivotal 
role in persuading investor, the 


Investment vehicle of Sweden's. 
Wallenberg business empire, to 
accept the deal with Zeneca . 

Investor, which' Controls 12 per 
cent of Astra’s vbting shares and 
10 per cent of the capital, was 
said yesterday to have responded 
coolly to the initial merger pro- 
posal. Astra represents 27 per 
cent of Investor's share portfolio 
and has been one of the main 
factors behind its recent growth. 

For the merged group, Astra 
will contribute its blockbuster 
anti-ulcer drug Losec, the world’s 
best-selling prescription drug. 

Tbe Swedish group also boasts 
a large, presence in. Europe, 
where sales rose 10 per cent to 
SKrl8J9bn ($2.3bn) in the first 
nine months of the year. For the 
group as a whole, pre-tax profits 
rose from SKrlO,5bn to SKrli^bn 
on sales up - 20 per cent to 
SKr39.1bn for that period. 

Zeneca,' which last month 
announced it Intended to sell its 
speciality chemicals unit, offers a 
strong product stream in North 
America. It ranka second in the 


world in cancer treatment and 
fourth in the S35bn cardiovascu- 
lar market. 

Last year, Zeneca’s pre-tax 
profits rose 7 per cent to ELOSbn 
($1.8bn> on sales of £5.29bn. 
About £700m came from specialty 
chemicals . Nevertheless, analysts 
have been concerned that 
Zeneca's drug pipeline may dry 
up short term and it is unclear 
whether Astra, which has bigger 
patent-expiry problems of its 
own, will fill that gap. Zeneca 
also has a big agro-chemicals 
business, which may now be sold. 

Expectations of an imminent 
merger announcement have 
prompted a 7.4 per cent increase 
in Astra’s shares over the past 
month. Yesterday in Stockholm. 
Astra’s most commonly traded A 
shares rose SKr4 to SKrlSl. 

Zeneca's stock price closed at 
£24.76 last night, up 2.4 per cent 
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EU taxation must benefit 
workers, says Lafontaine 


By Ralph Atkins in Saabriicken 

Oskar Lafontaine, Germany's 
finance minister, yesterday 
insisted Europe's social demo- 
crat-led governments had a 
responsibility to “co-ordinate” 
taxation to the benefit of ordi- 
nary workers, rather than capital 
or business. 

In a bid to take the sting out of 
his row with the UK over tax 
policy. Mr Lafontaine said that 
“at the request of our English 
friends”, he would talk in future 
about tax “coordination". 

But he insisted taxation had to 
remain a European theme. 

Gerhard Schrader, . German 
chancellor,- threw his support 
behind this position, declaring 
that tax co-ordination in the 
European Union was the logical 
consequence of a single European 
currency. 

Last week Britain threatened 
to use the national veto to block 
EU moves towards harmonised 
rates. The German finance minis- 
ter pledged to help “as much as 
possible” towards involving 
Britain in the debate over Euro- 
pean integration. 

But, speaking at his Social 


Tension builds in Europe’s tax debate 


For years tax harmonisation was 
one of the European Union's 
dozlest dossiers, an issue no 
government seemed anxious to 
promote Now - as economic 
integration gathers pace in 


Democratic party's Europe con- 
ference In Saarbrtlcken, Mr 
Lafontaine went further than 
before in casting European tax 
“co-ordination" as an ideological 
goal of tbe new German govern- 
ment' 


Europe - politicians have pushed 
it back to the top of the agenda. 
In a special report, FT writers 
examine what Ges behind the 
public posturing. Europe: 
Business and Tax, Page 4 


task for every party in Europe 
which describes itself as social 
democratic.” 

Europe's left-of-centre govern- 
ments had a mandate to guard 
workers’ interests, Mr Lafontaine 
argued. 


- Europe bad already seen^“co%-~--.-t^S«-hawi-to.start attempts' at 


' ordination” ■ of- taxes In recent 
years but “in the completely 
wrong direction", he said. 

Taxes paid by immobile work- 
ers on consumption and wages as 
well as social security contribu- 
tions were "always coordinated 
in an upwards direction”. But 
taxes on “mobile factors” in the 
economy, such as assets, capital 
and company profits “always go 
down". 

“Correcting this totally mis- 
taken trend is a task not just for 
the German government It is a 


the European level at correlating 
and co-ordinating monetary, 
wages and fiscal policies so that 
overair demand is increased and 
more jobs are created again.” 

He also signalled no letup in 
an integratfonist agenda. In 
wards which could have come 
from Helmut Kohl - the former 
Christian Democratic chancellor 
- Mr Lafontaine pointed out 
there were still people dying in 
Europe because “nationalist aber- 
rations and ultra-nationalism” 
remained in Europe. 


TWA expected to 
order 50 Boeings 


By Michael Skapsiker, 

Aerospace Correspondent 

Trans World Airlines of the US is 
expected today to announce an 
order for at least SO 100-seat Boe- 
ing 717s, providing a boost for the 
Seattle-based aircraft maker 
which last week announced It 
would be shedding 48,000 jobs. 

The order will ensure the sur- 
vival OS Boeing's plans to build 
the Boeing 717, which has faced 
stiff competition from Airbus 
Industrie's A3 18 aircraft. The 
order irill raise hopes that Boe- 
ing will be able to keep open its 
factory in Long Beach, Calif- 
ornia, which has been hit by the 
group's decision to discontinue 
several other aircraft models. 

Tbe order will also be welcome 
news for Rolls-Royce, the UK 
manufacturer, which makes 
engines for the 717 in a joint ven- 
ture with BMW of Germany. 
Rolls-Royce yesterday announced 
a Joint venture with Pembroke 
Capital the Dublin-based aircraft 
leasing company, which is expec- 
ted to announce an order for 10 
Boeing 717s in the next few days. 

Industry observers expect TWA 
to announce firm orders for 50 of 
the aircraft, to replace its ageing 
DC-9 fleet It could also announce 
options on a further so, bringing 
the value of the deal to $3bn. 

Boeing acquired the 717 pro- 
gramme when it purchased 
McDonnell Douglas, also of the 
US. last year. The 717, which is 
designed for short-haul flights, 


was originally called the MD-95. 
Boeing said ft would end manu- 
facture of the other McDonnell 
Douglas civil aircraft, the MD-80, 
MD-90 and MD-U because of a 
lack of orders from airlines. 

Boeing, which last week said 
its 1999 profits would be 25 per 
cent lower than expected because 
of the Asian crisis, persisted with 
the 717 programme because U 
wanted an aircraft to compete 
against Airbus Industrie, which 
was also planning to build a 100- 
seat jet. 

However, doubts about the 717 
have continued because only one 
large airline. AirTran of the US. 
had expressed a definite interest 
in the aircraft. AirTran, formerly 
known as ValuJeL had placed 
firm orders for 50 717s and taken 
options on a further 50. 

The Boeing programme suf- 
fered a setback last month when 
Airbus, the European consor- 
tium, announced that Interna- 
tional Lease Finance Corporation 
of the US had decided to buy its 
100-seat jet rather than the 717. 

Airbus decided to build the 
A318 after plans to build a 100- 
seater in a joint venture with 
Chinese and Singaporean compa- 
nies fell through. 

Airbus decided the cost of 
developing a new 100-sea ter with 
Asian partners was too high. It 
decided instead to ask airlines 
whether they were interested in 
the A3 18. which would be based 
on Airbus's existing narrow-body 
A32Q family. 
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EUROPE 


Bonn, Paris urge employment targets 


By Peter Norman in Brussels 

Germany and France 
yesterday urged European 
Union governments to com- 
mit themselves to “binding 
and verifiable'' employment 
targets as part of an Elf-wide 
pact which would put com- 
bating unemployment "at 
the centre" of European pol- 
icy. 

Outlining the two coun- 
tries' wishes for this week- 
end's EU summit in Vienna, 
Gerhard Schroder. German 
chancellor, and Jacques Chi- 
rac, French president, said 


the employment goals 
should aim primarily at 
reducing youth and 
long-term unemployment 
and overcoming discrimina- 
tion against women in the 
labour market. 

Writing to Viktor Mima, 
Austrian chancellor and 
summit host, the two leaders 
also called for “substantial 
progress and the definition 
of options" on all aspects of 
the Agenda 2000 programme 
for reforming the ElTs bud- 
get and spending on farm 
and structural funds. 

They called on all member 


states to show a willingness 
to compromise and make 
concessions so that agree- 
ment on Agenda 2000 can- be 
reached at a special EU sum- 
mit in March, during Ger- 
many’s forthcoming six- 
month presidency of the EU. 

The Franco-German letter 
was published the day alter 
talks among EU foreign min- 
isters achieved no signifi- 
cant progress on Agenda 
2000. Although the two lead- 
ers did not refer specifically 
to Germany’s wish for a 
reduction in its high net con- 
tribution to the EU budget. 


they said the costs of the EU 
must be shared more fairly 
among member states and 
that all must contribute 
folly to the costs of EU 
enlargement. 

Spelling out plans for bud- 
getary rigour, they said the 
EU should have to meet 
existing programmes and 
the cost of enlarging the EU. 
to the east and south-east, 
within the present budget 
ceiling of 1.27 per cent of the 
union’s gross domestic prod- 
uct in the period to 2006. 
This would mean “real stabi- 
lisation" of spending among 


the. present 15 member 
states. 

Demonstrating that 
France and Germany are 
determined to continue as 
powerhouses of European 
integration, the two leaders 
said the Vienna summit 
should set in train a process 
for institutional reform of 
the EU.' 

Arguing that the size of 
the EU Commission, the 
weighting of votes .in the 
Council of Ministers and 
greater resort to qualified 
majority voting were issues 
“of central importance”. 


they called for proposals to 
be ready for the Cologne EU 
summit in June. . » 

The letter signalled that 
the new, left of centre gov- 
ernment in Bonn was more 
willing to consider reform of 
the ElTs common agricul- 
tural policy that the previ- 
ous centre-right coalition of 
Helmut KobL The two coun- 
tries pointed out that CAP 
reform was “essential" in 
preparation for enlargement; 
to control spending and to 
prepare for forthcoming 
negotiations in the World 
Trade Organisation. 


Swiss investigate the profits from 
unaccountable Ukrainian gas trading 

Charles Clover reports on the background to the arrest of a former prime minister in 
Geneva on money laundering charges 


I f the fanner prime minis- 
ter of your country was 
detained trying to enter 
Switzerland on a Panama- 
nian passport, found to have 
a Swiss bank account con- 
taining $2om and changed 
with money laundering by 
Swiss authorities you might 
be inclined to agree with his 
lawyer that be was at the 
very least “a successful busi- 
nessman”. 

This week, Swiss investi- 
gators arrived In Kiev to try 
and determine just how suc- 
cessful a businessman was 
Pavlo Lazarenko, prime min- 
ister of Ukraine from June 
1996 to June 1997, who was 
charged with money laun- 
dering on Friday in a 
Geneva court Yesterday. Mr 
Lazarenko, who denies the 
charges, asked to be released 
on bail of SFY4m ($2. 9m), his 
lawyer said. 

Proving that Mr Laza- 
renko made his money ille- 
gally - necessary to make 
the money laundering 
charge stick - would proba- 
bly mean proving that he 
owned shares in or was oth- 
erwise linked to United 
Energy Systems <UESJ, a 
natural gas trading company 
to which In 1996 he granted 
an exclusive contract to sup- 
ply a third of Ukraine. 

But the real issue is that 
the scheme which Mr Laza- 
renko is alleged to have prof- 
ited from, gas trading, is still 
very much alive and well in 


the former Soviet republic 
and supported by high-rank- 
ing Ukrainian officials who 
have stepped into his shoes. 

Gas trading sounds inno- 
cent, but in reality it is a 
scheme of monopolies, trans- 
fer pricing and barter which 
is designed to suck all the 
profits from the Ukrainian 
economy into foreign bank 
accounts. Due to the efforts 
of Ukraine's government and 
executive branch, moreover, 
it remains uncontrollable 
and to a large extent legal. 

The Ukrainian gas indufr 
try, like the Russian gas 
industry next door, is the 
key to controlling the coun- 
try’s massive barter econ- 
omy. 

Since gas accounts for one- 
half of all energy consumed 
in Ukraine, it is the neces- 
sary starting point for most 
barter transactions, and 90 
per cent of all energy com- 
modities are paid for in bar- 
ter. Controlling gas, and to a 
lesser extent, coal, is essen- 
tially a way to obtain valu- 
able export goods such as 
steel, aluminium, and chemi- 
cals, at cost, without paying 
taxes. 

Barter enables natural 
monopolies such as utilities 
to avoid price regulations 
and charge monopoly prices, 
by overvaluing inputs such 
as gas. Barter deals can also 
be used to avoid taxes. 

Meanwhile, the trading 
companies such as UES, 


through which the transfer 
pricing is done, can take 
advantage of a law that 
grants a five-year tax holi- 
day to companies with 
partly foreign ownership. 

Using tbis law, UES in 
1996 made profits of over 
$lbn and paid 22.000 hryvnia 
($5,650) in taxes, according 
to Ukrainian government, 
completely legally. 

Mr Lazarenko even set up 
a scheme which assigned 
private trading companies 
specific regions of Ukraine 
where they would be the 
exclusive supplier, in effect 
parcelling out regional 
monopoly rights. Naturally, 
UES got the juiciest morsels, 
the industrial eastern oblasts 
(regions). 

B ut while high-ranking 
Ukrainian officials deny 
that such schemes still 
exist in the wake of Mr Laza- 
renko's departure, there is 
plenty of evidence that they 
are dive and well. 

Nowadays traders supply 
the state with heavily over- 
valued gas, coal, or fuel oil 
for the state reserves, and 
then the state grants the pri- 
vate trader exclusive rights 
to supply export factories as 
payment. 

"A list is made up of-the 
export enterprises, and for 
each enterprise is named a 
defined supplier. Roughly 10. 
enterprises per supplier," 
said Vladimir Sivkovitch, a 


Decline in German 
jobless comes to halt 


By Frederick Stfldemaim 
in Bonn 

The decline in 
seasonally-adjusted German 
unemployment, which has 
been falling throughout 1996, 
came to an end in Novem- 
ber. when the number of job- 
less rose by 4.000 to 4.113m. 
prompting further specula- 
tion about a slowdown in 
Europe's biggest economy. 

The federal labour office 
blamed the onset of winter 
and the knock-on effects of 
cold weather in the construc- 
tion sector for the increase. 
Berhard Jagoda. president of 
the labour office, said the 
overall trend of improve- 
ment in the German labour 
market had continued in 
November. 

In unadjusted terms, the 
number of jobless rose 
month-on-month by 54 .300 in 
November to 3.95m, or from 
io.i per cent to 10.2 per cent. 

But analysts said the 
labour office's view was too 
optimistic. They said the 
weather was unlikely to be 


the sole cause for the rise in 
unemployment, which fol- 
lows other official and unof- 
ficial data showing worsen- 
ing business sentiment, 
declining exports and a drop 
in manufacturing orders. 

Jan Hatzius, economist at 
Goldman Sachs investment 
bank in Frankfurt, said that 
the rise was “certainly con- 
sistent with a general 
impression that tbe German, 
economy is in slowdown".' 
He said “at the very least it 
shows that the underlying 
decline in unemployment is 
less pronounced". 

Lothar HessJer. economist 
at HSBC Trmkaus in Dfissel- 
dorf, said the delay in the 
effect of the economic slow- 
down meant that an expec- 
ted stagnation in growth 
would only show up in the 
unemployment figures in 
early 1999. 

He said government 
labour market initiatives 
were set to have mixed 
effects. A DM2bn (Sl.ltra) 
government-backed pro : 
gramme to place 100.000 


young people in employment 
programmes from 1999 
would relieve tension In the 
labour market. But this ben- 
eficial effect would be “lim- 
ited or perhaps even offset" 
by the ending of other gov- 
ernment employment promo- 
tion schemes. The number of 
people on these non-age spe- 
cific schemes was signifi- 
cantly increased by the for- 
mer centre-right 
government, but many of 
these programmes are set to 
end over the coming months. 

In eastern Germany, the 
unadjusted number of job- 
less rose 134100 to 1.2m in 
November. The unemploy- 
ment rate in the east 
increased from 15.7 per cent 
to 15.9 per cent, in western 
Germany, 2.7-im people, or 
8.8 per cent, were registered 
as unemployed, up 41,200 in 
unadjusted terms. 

Earlier this week, the 
finance ministry reported a 
2.5 per cent decline in manu- 
facturing orders in October 
compared with the previous 
month. 


FINANCIAL TIMES 

Poblishtd t*> The Fmancal Tines itoropel 
GmbH. Nibekngenphu W3IS Frank- 
fun am Main. Gcrmnu. Telephone ++44 
to Iff, SSL Fix +*#> to S* *Mf. Repc- 
senied m Frankfort by Cojm A. Koaud 
is CcKbifisiuhiTT jjjJ in London by 
David C.M. BdL Ctannan. and Alan C 
Miller. Deputy Gxurmn ■ Tbe shareholder 
of Ibc Financial Tones (Europe) GmbH » 
Pearson Overseas HoHmzs Limited, a Bur- 
lington Gardens. London. WtX ILE. 
Shirabokkr of das company is Parson 
pfc. mattered at ike same address 
GERMANY: 

Responsbfc for Advertising conical: Cohn 
A. KeraunL Printer Humyei Inlamtiuul 
VerbftgseUsduA mbfL AdznmtJ-ftoaeo- 
rixU- S>rase la. b£tt3 Ned benbux ISSN 
(MM 7.4?3. PejpOttablp Editor Richard 
Lambert, do Tbe Faunal Times Loaned. 
Number One Soodmaik Bridge. London 
SE1 9HL. 

FRANCE; 

Publishing Director P. Maravig&a. 42 Rue 
La Bottle. 75008 PARIS. Tckpboae (Dl| 
537(1 sit;. Fix HJI) 537b 833. Printer 
S.A. Nerd Edatr, 15/21 Roc de Cdire, 
F-59KW Roubais CWs f. Editor Rfcfard 
Lambert. ISSN I IAS-2755. Commission 
Fariunc No 47SWP. 

SWEDEN: 

Rrapmabk Phbfekr. Bradley P Johnson 
Tdcphoqc -r46 8 791 2345. Primer AB 
KvaAutaingrn Expressed, Pt> Bat tW'. 
S-550 Ofi. Wnioping. 

C Tbe Fiainnet Txmes Untied HNS 
Edoor Rhiaid Lambert, do Tbe Financial 
Tones Lashed- Number One SoubwaA 
Bridge. London SE1 VHL 
R 


veteran insider and former 
adviser to President Leonid 
Kuchma who has decided tor 
personal reasons to talk 
about what he knows. 

Anatoly Holubchenko, 
first deputy prime minister 
who handles most energy 
matters, denied such exclu- 
sive contracts exist. “We 
don’t give anybody exclusive 
rights. You won't find such 
documents anywhere." 

However, the Financial 
Times has obtained a copy of 
a September decree by the 
ministry of energy 'detailing 
just such an arrangement, 
involving a company called 
Kievkod. Am economist at an 
international financial insti- 
tution said several other 
such decrees exist 

Alexei Kucherenko, presi- 
dent of Bari, Ukraine’s larg- 
est electricity trader, said in 
an interview with the FT 
that his company was given 
8500m worth of exclusive 
contracts by the Ukrainian 
cabinet to supply state- 
owned factories this year. 

Mr Holubchenko was 
unavailable for further com- 
ment. 

In 1997. President Kuchma, 
twice vetoed a' law which 
would give the state 
accounting chamber the 
right to audit budget reve- 
nues, which in practice 
would allow it to investigate 
enterprises for transfer pric- 
ing and hidingprofits. When 
parliament overrode his 




Lazarenko: he was charged with money laundering on Friday AP 


veto, the constitutional court 
- widely viewed as an. 
instrument of the executive 
branch - found the law to be 
unconstitutional 

When asked why the presi- 
dent might not want such a 
law to exist Valentin Simo- 
nenko. head of the account- 
ing chamber, said: “1 abso- 
lutely don't want to talk 
about that.” 

Meanwhile, the state tax 
administration, which In 
1996 was transferred to 
direct control of President 
Kuchma, Is also kept on a 
tight leash, according to 
Nikolai Azarov, chairman of 
the body. He explained that 
his administration does not 
have the right to investigate 
enterprises for transfer pric- 
ing: ^e can only throw up 
our handstand say, ‘Hey, you 
are bad managers, yon are 


always selling your produc- 
tion at a loss'. But we can't 
do anything about it" 

He said the only body 
capable of. investigating 
-would be the accounting 
chamber, if its powers had 
not been taken away. 

And while Mr Lazarenko 
sits in a Geneva detention 
centre, Ihor Bakai, chairman 
of Intergas, DBS’s closest 
competitor - which also 
profited handsomely from 
Mr Lazarenko’s gas trading 
'schemes - has enjoyed quite 
a different tote. Mr Bakai 
. has been named head of Neft- 
egas Ukraina, a new state 
holding company for assets 
of the oil and gas industry, 
which will market two-thirds 
of Ukraine’s gas next year 
and whose accounts will be 
off limits to the state 1 
accounting chamber. 



A worker In NonjwakJe, western Germany, yesterday puts the fin ishi ng touch to the new eagle for the 
Bundestag, or lower house of parliament- The eagle, the emblem of the German state, weighs Z5 
tonnes, ft is made of aluminium and will covb r a wall in the Reichstag in Berfin AP 


Kok says downturn will 
not force spending cuts 


By Gordon Cramb in The Hague 

Wim Kok, the Dutch prime 
minister, yesterday dis- 
missed fears that the. eco- 
nomic downturn would force 
his government to make sub- 
stantial spending cuts next 
year. His optimism won. 
endorsement from the pri- 
vate sector as Rabobank, in 
its annual outlook, predicted 
a soft landing tor the econ- 
omy. 

Mr Kok acknowledged that 
growth in gross domestic 
product - at Z25 per cent for 
1999 on latest official projec- 
tions - was at the bottom of 
a range on which his centre- 
left coalition had based its 
budgetary plans. Bat he 
argued that lower interest 
rates would help keep 


finances on track. 

Although the premier told 
foreign correspondents that 
he did "not exclude at all 
that there will be some prob- 
lems to be solved" on budget 
outlays by next spring, he 
said: “So far, so good." 

The Rabobank growth 
forecast, at &5 per cent, was 
more upbeat than that of 
government planners. In its' 
annual outlook, the co-opera- 
tive banking group said that 
unemployment would fall 
further- next year. Domestic 
consequences of the world 
financial crisis would be lim- 
ited to. a reversal in con- 
sumer and producer confi- 
dence and a less favourable 
export position. 

Nout Wellink, central 
bank governor, none the less 


urged renewed wage modera- 
tion as a main way to pre- 
serve job creation, in which 
the Netherlands has strongly 
outperformed its neighbours. 
The country was also amnng 
those needing to “continue 
to make every effort** to 
Improve state finances. 

This won support from 
Rabobank chairman. Her- 
mail ■ Wljffels. "Not enough 
repairs to the roof are being 
undertaken in 1998 and 1999, 
and the chance of rain is 
very large after 1999,*' he 
said. 

If Dutch GDP growth 
reaches only 2.25 per cent 
next year, it would match 
the official average forecast 
for the euro-zone, after 
exceeding this for much of 
the decade. 


DIGEST 

TENSION ova KURDISH LEADER EASE D _ 

Sly and Turkey agree to 
smooth Ocalan dispute. 

SSSSSSSSSa^ 

"umberto Dinl. Italian foreign 

after a meeting In Brussels with I smai IOOT 

counterpart. He said Italy was aware 

yoked friTurkey by the capture of Mr Ocatan. the Quernna 

chief whom Ankara holds responsible for the O 

29,000 people In a 14-year armed struggle for Kurdish 

"^TSSnk the will of the international commurtty. thewayit 
has bS expressed by the UnftedStates^d by the Euro- 
pean Union ministers, is that Mr Ocalan shodUte 
tried . . . before a court, before a to 

be determined where he should be triad. Mi rOtoM seW. 

Mr Cam made clear that Turkey opposes 
ticnaJisation or politicisation" of 
legal case. But the two ministers agreed to let itaffan law 
take its course and in foe meantime consult further m a 
spirit of friendship". Reuters, Brussels 

TURKISH POLITICAL CRISIS 

Doubts on Ecevit coalition bid 

Turkey's main opposition Islamist leader yesterday urged 
Bulent Ecevit, prime minister-designate, to abandon his 
efforts to form a new coalition because he did not have 
the required support. ’ , . 

President Suleyman Demlrel last week asked Mr Ecevit. 
a centre-ieft political veteran, to set up a government after 
the minority coalition led by Mesut Yilmaz, the centre- ngrrt 
politician, collapsed under corruption allegations. 

“Ecevit should not prolong things. . . it is obvious mat he 
cannot win support He should hand the job back. Hecai 
Kutan, Islamist Virtue party leader, was quoted as saying. 

Mr Ecevifs efforts to form a three-party coalition with Mr a 
Y flmaz and Tansu filler, leader of the centre-right True ! 
Path party, stalled on Monday when Mrs plller indicated 
that she did not favour the plan. 

Mis Ciiler yesterday stood by her demand for a broad- 
based government to include all the large parties in parlia- 
ment But the proposal for a broad-based coalition which 
would include Mrs pillar's former Islamist allies was not •< 
likely to find wide support 

If the party leaders cannot agree to set up a government 
by the end of the year. Mr Demirel can dissolve parliament 
and set up an interim cabinet ahead of elections, sched- 
uled for April 1999. Reuters, Ankara 


EURO BANKING ASSOCIATION 


ECB in payments system deal 

The European Central Bank yesterday signed an agree- 
ment to cany out settlement services and manage collat- 
eral for a cross-border payments system for the euro, run , 
by the Euro Banking Association. The private sector sys- 
tem is to compete with Target, a real-time payment sys- 
tem run by the ECB itself. 

Unlike Target, which is expected to concentrate on 
larger volume transactions, the EBA system is priced to 
! attract a wider, range of transactions, including smaller and 
commerciai payments. The EBA charges between 11 and 
15 euro cents per transaction, which is about five times 
less than the cost of transactions under Target. 

The EBA said 62 of its member banks would take part to 
the clearing system, under which payments are debited 
and credited .on a real-time basis, while settlement occurs 
at the end of the day. The 62 banks have put up Ecu17m 
($20m) each in collateral - a total of Eculbn. The system 
has the capacity to handle 200,000 payments per day. 

The EBA was founded in 1965 by 18 commercial banks 
to ran a payment system for the Ecu, the basket of EU 
currencies. Wolfgang Munchau, Frankfurt 


GREEK TELECOMS 


Former 0TE chief faces probe 

A state prosecutor is to investigate allegations of criminal 
negligence involving George Chryssoutouris. former chief 
executive, and other officials at OTE, Greece's state-con- 
trolled telecoms -operator. 

The investigation concerns OTFs minority holding in 
Telekom Srbija, the Serbian state operator, its acquisition 
of ArmonTel, the Armenian state operator, and plans to 
buy controlling stakes in Rom Telecom and MoldTetecom. 
me Romanian and Moldovan operators. 

Mr Chryssoutouris, a former Massachusetts Institute of 
Technology professor and international consultant, was 
appointed chief executive last January after an interna- 
tional search. He stepped down in a dispute with the 
transport minister, Tassos Mantelfs, over corporate gover- 
nance at OTE and the timetable for liberalisirto voice tele- 
phony. Kerin Hope, Athens 

WAR CRIMES TRIBUNAL 

Yugoslav suspects sought 

Louise Arbour, chief prosecutor of the UN war crimes tri- 
bunal, yesterday said she was seeking a ruling to force 
Yugoslavia to hand over three war crimes suspects and 
abandon plans for a Belgrade military trial she believed 
wouka be flawed. 

The International Criminal Tribunal for the former Yuqo- 

to Belgrade to surren- 
der the three Indicted men - Mile Mrksic, Veselin Slilvan- 
carun and Miroslav Radio — to stand trial in The Hague. 

1 ney are. accused of tovqfvement in the killing of 260 
unarmed men forcibly removed from a hospital in the Cro- 
SiSl° , I U 5? var ? November 20 1991. Last mtS 
« * ****** 

Mrs Arbour said she was seeking a tribunal ludament 
tijMwouto oblige Yugoslavia to defer to the competence 

^ investigation into the 
cnarges against the men. Reuters, The Hague 

NORWEGIAN KING 

Heyerdahl defends Harald 

thTthfLne toT991. Bntain ® Qu6en V|Ctoria - who cams to ' 
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Hie International Monetary 
Fund faces an _. Intense 
cWpimma over Its lending to 
Russia^ which, some observ- 
ers fear may. force it to 
renew : its . lending- pro- 
gramme to that country. 

Russia is the largest 
debtor to the IMF, owing it 
more than. $l3bn — over one- 
fifth. of its outstanding loans. \ 
Its latest- IMF- programme 
collapsed in.. August, a 
month' after the Fund had 
made f4LSbn In new loans* 

The new government of. 
Yevgeny Primakov', Russian 
prime minister, has so Ear 
not made commitments that 
could form the. basis af r any- < 
new programme.. 

This has raised fears that 


the fund will lend tg-Rnssxa,- 

mersly to recover the loans 

it has already made. ’’Since . Soviet debt owed by the gov- 
IMF loans cannot be resched- 


The IMF believes Russia 
can pay its obligations .to the 
' Fund, but needs to n^otaat e 
relief on the rest of its debt 
.Moreover;.. a Russia 1 pro- 
gramme- is genuinely ^possi- 
ble, if not likely.-- 
■ While the need lor fiscal 
prudence, would continue to 
be essential, some creative 
. thinking - for" example relat- 
ing to state-owned enter- 
prises- - could be incorpo- 
rated into a programme, -r 
- -Jeffrey Anderson, dfreetor 
.of the European department 
of the Institute , of Interna- 
tional. “Finance, estimates 
Rrissfan borrowers face debt 
payments of interest and 
principal next year, of about 
S24J5bn. This excludes some 
short-term debt that -will 
heed to' be rdfied. over. 

Of this, about *7^bn of 
payment* are due cm Soylet- 
era debt and S9-.6bh on post- 


uled k new credits: to pay for 
the old is a way around the 
technical obstacles," said 
Mqdley, Global .Advisers, a 
New York economic consul- 
tancy. 'Tt beats, a defeidt,” 
According to Peter Rut- 


eminent, in rinding «emm» for- 
eign currency obligations 
held by Russians. Nangpv- 
eminent borrowers owe the 
rest 4&4bn in principal and 
$L5bn of interest. - . . ." - r 7-- 
. Russian officiate are due to 
meet today, with the Paris 


land, professor of govern- . Club, of government credi- 


ment at Wesleyan Univer- 
sity, who attended ..a 
"brainstorming” session 
called last week by the Fund 
in Washington: "The IMF is 


tors, which handles the 
rescheduling of most of its 
bilateral debts. Rnssia has 
suggested that its Soviet-era 
debt should be farther res- 


forbidden by its charter from . cheduled and . post-Soviet 


% 


«';■ .‘l - f * 


rescheduling unpaid loans. 

“If it wants to help, it 
would have to issue new 
loans, but the peremptory 
debt default in August has 


debt should not ■- ah 
-approai&. which meets with 
IMF favour. Jt is also' dis- 
cussing arrangements with 
the London Club Of private 




S ■ W-3C?aTlON 

Moments system^ 


stripped away the .fig leaf of . .. creditors, 
conditionality, it wjQQ he up ’ .parts Club cretfltars gener- 
to the west’s political leaders ally' .only agree reschednl- 
to decide where to go from ihgs in the context of an IMF 
here.” programme, which farther 

The IMF’s failed pro-., adds. to the. pressure on the 
gramme is expected to' be on Ftmd to profile one.. . 
the agenda of two senior US There Is a widespread 
officiate: Strobe Talbott, dep- belief among, officials in 
uty secretary of state, and - Washington, says Mr Rut- 
Larry Summers, deputy land, that “farther lending is 
Treasury secretary, who are pointless until Russian. lead- 
going to Moscow this week ers themselves come to their 
for talks- with Russian offl- senses and seethe-njeedfor 
cials. sbuctaral reform''- 

An IMF official yesterday Some participants in last ' 
dismissed, the idea thatithe week’s meetthg 

Fund would lend Juki to argued 'that tbd government 

if! 

money bacK". . . ; V , . - , Jt' 
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By Cariotta GaB 
and Andrew 

The Russian government has 
limited thb inflation raite to 
just under 60 per cent for the 
.first 11 months erf the year 
but. runs' a strong risk of 
triggering hyper-inflation in 
1999,..' a leading group of 
Moscow economists warned 

The^.ussiah European 
Centre for Economic Policy 
said. in l 'its monthly report 
that ffiere was “a real dSin-- 
ger" -^r .. indiscriminate ■ 
money' printing in response 
to the country’s budget defl-_ 
eft and absence ' of alterna- 

tivo ways of raising 'financ- 
ing to 1 bridge the shortfall. 

It called “less than credi- 
ble" the government's esti- 
mate that SO per cent of Its 
draft 1999 budget deficit of 
RbslOSbn («bn) would be 
financed by external 
sources, and labelled as. 

“over-optimistfc**- . its esn-i 

rp*h w of annual lnflatiQh of 
30 -per cent and a rouble , 
exchange rate of SS3-S. 

It argued that tax reve- 
nues are likely to .drop in 
lffie with planned reductions 
in their rates, that wage. 
arrears of Rbs22bn were 
a ^irmnlaring and that there 
was a lack of ctear ^orities 
and controls on expenditoro,- 
•TTiq ■ warning : .backs, up 
TaMns Pnmmonova. -. first 


deputy, governor of the cen- 
tral 1 hank, Whd taM the Rus- 
sian parliament on Monday 
that it had printed Rbs2(X5bn 
.slndejhe start, of RqWember 
and mare *l«« Rbs^m this 
month would have a yeay 
serious." effect on " the 1 , cur- 
rency. 

■ Jufia Shvets; =a res«uther 
with the centre, said infla- 
tion ■ was set to grow, in 
December now that -Che gov- 
ernihhnt had started to print 
money to pay depositors of 
four ailing" commercial 
banks.- . ' !. ‘ : • 

• The central hank has 
already . transferred 
Rbsl.lThn to :‘the / state 
savings bank, ^ Sfeabank, in 
. order , to pay depoators -this 

week. ' 

Ms Shverts said- that by 
a ffnnni'h g the liabilities of 
some hawks, the government 
was.' eptaloR-ifeetf > to eflor- 
mous deroands.^ 

■ - Sberbank has- in- theory 
taken . over assets of the 
banks' as well as their 
ties, but. -ahb .expressed 
doubts about the authorities' 
ability to seize the assets of 
the-banksconcezned- 

Tbe "eta to statistical 
agency Gbskomstat stopped 
pubHsMng' gross domestic 
product S®pt&eS to - October, 


the- ftusslanreeorioHiy would 
jfiiink by/6 ?^ VBt cent this 
year. : * : - J ’• • 


Plastic toy quandary that FU cannot duck 


Brussels is-berpg prossed to ban"'toys containing phthalates, a 
move that wdub anger the toy inefukry, writes Emma Tucker 



Unions executive,' as it tries Further, It argued that there 
to reconcile two of its cen- was no smenUflc basis for: a 
tral fraictjcM ^i^needto. ban as no tests had ever 
foster . emsp^tffive industries shown that the phthalates 
imri tbfi ever-increasing leached in Vtopg wmi q f} quanti- 


“Tpbe European toy influs- 
.1 try is on tenteri>ooks. At 
J any moment toe. Euro- 
pean Commission, could 
decide to ban certain plastic 


the prediction of everything 
from bath ducks to Barbie 

flriTfe J- - -. -• ■ j 

: Toy mahrahetmers know 
that p mh^HHnn nf fhn i»hgTn . 
teals would have a serious 
effect on tbeix mmkets. The 


dasaands .for consumer pro- 
teetton.- ■ • ' . 

After the BSE crisis, dur- 
ing which the j Commission 
was accused of Under-react- 
ing initially (toereby putting 
consumers at . risk), - but 
over-reacting later (thereby 
damaging markets), the 
importance of making the 
right call could not be 


Tte. plastic ducks . i&pute 
was .spktked after tests on 


Cdmmissim kniwwr.fhflt tnn! *TiTTtfrfh» ^ abriw ed- 1 ' that ~ tWO 
But « m«ai iw pr groups, which — phthalates — 


porotcBt that the softeners 
ri w ifo T ri WmwdwilB rtnng pmiit 

to chfldren, are breathing 
d cBrt.ite neck. Deadlock has 
been reached in Brossete. 

-A stmly from toe US Con- 
sumer Product Safety Ctnn- 
misslon released last week 
did little to darifrr the sftoa- 
tfidzL Jt concluded the soften- 
ere were not daugerous to 
chftdren. But as a precaution 
it asked manufacturers to 
remove tTiPfm f mm riintimiag 


sT he case demonstrates, 
dearly the competing pres- 
sveres on the European 


used to toften-eeatafn toys 
are toxic and dbuM ’cause 
cancer when ingested in 
large quantises. Their prre- 
ence in toys, teething rings, 
and dummies prompted 
Emma Bomno.the consumer 
affcdra oammisskuKr, in July 
to propree ahan on their use 
in items ’ " specifically 
designed to be put in balnea’ 
mouths. 

The response from indus- 
try wad furious. It bom- 
barded Brussels ; with argu- 
ments tbat r fbe prohibition 
would damage, toy makers 
and trigger trade retaliation. 


ties from toys that were 
being sucked. The Commis- 
sion backed off. 

The row could hardly be 
more emotive. As fer as the 
rival PR lobbies are con- 
cerned It boils down to toe 
loss of jobs in the toy indus- 
try- against the health, of 
Europe’s most vulnerable 
consumers - its babies. 
“Children, toddlers and 
babies,” says Beoc, toe Euro- 
pean consumer or ganisatio n, 
rare deliberately being 
placed at risk by toy manu- 
facturers, who . have exe- 
cuted a systematic campaign 
Of m<K Vnf ft 7 Twatl i?Ti to EU pol- 
icy makers to defend this 
practice." 


Ism 

Ito 


moving towards a dec- 
ision, the EU executive has 
try to strike toe follow- 
ing balance. With one hand 
it must ensure free move- 
ment of goods, heed calls 
from EU governments not to 
place unnecessary burdens 
on industry, and maintain 
good trade relations with the 
rest of the world. Toy 
exports to non- ED countries 


are worth EcuLZbn ftL4hn), 
about one third of which 
goes to North America. 

With the other it must 
ensure a high level of con- 
sumer protection for EU citi- 
zens, a role that has been 
strengthened since toe BSE 
crisis. The Amsterdam 
treaty, which comes into 
force nest year, states that 
consumer protection require- 
ments should he taken into 
account in “defining and 
implementing other commu- 
nity policies and activities”. 

Lest week, the results of a 
Dutch experiment testing 
the chemical on people dem- 
onstrated that phthalates did 
migrate through saliva, but 
the results were not conclu- 
sive, again offering no clear 
lead to the Commission reg- 
ulators. The results of fur- 
ther studies are awaited. It 
now looks unlikely that even 
the usually dynamic Mrs 
Bonino will not be able to 
reach a decision before 
Christmas. 

Whatever the Commis- 
sion’s eventual ruling it will 
be unable to satisfy both 
sides. Accusations that it 
has over-reacted, under-re- 
acted or been swayed by 
political considerations are 
bound to follow. The best it 
can hope for is that its deri- 
sion on the humble plastic 
duck will stand tire test of 



QrMnpmca activists wftii wturt they ctebn m toxic toys protest 
outside the Commission in Brussels yesterday. They urged Emma 
Bonfaio, the consumer hearth commissioner, to Impose so 
emergency ban on certain pisstfc s o fteners Reulars 


8 Of The World's Top 10 Banks 
Trust Their Global Processing To ADP 
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Shouldn’t You? 


Today's global marketplace demands that financial 
institutions operate in any security, in any market at any 
time. That's why the most notable firms have turned to 
ADP Brokerage Services— the world's leading vendor -for 
securities processing systems. Together through our 
Brokerage Processing Services, Wilco International and 
IGl/ApP drvisions, ADP provides a globally Integrated 
processing platform. You can. trust our systems to 
..streamline operations, consolidate reporting, and create a 
unified set of customer, product and financial information. 
And most importantly, ADP. delivers overall enterprise- 
wide- solutions! . 


Use the global industry leader whose expertise is 

responsible for: 

■ serving more than 250 clients in 20 countries worldwide, 

■ processing approximately 1 million trades daily, including 
more than 15% of all North American equities, 

■ interfacing with more than 50 major exchanges and 
execution points worldwide, including SWIFT and 
Eurodear, 

■ transacting a broad range of financial instruments, 
from listed equities and fixed-income securities to 
exotic options, repos, and derivatives, and 

■ leading the industry in Y2K and EMU readiness. 
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EUROPE: BUSINESS AND TAX 


Tax 



storms out 



Tension is building within the, EU Over how to reconcile 
economic integration with national policies on business 
taxation. FT writers examine fault-lines dividing Europe 


By Pater Noonan to Brussels 

For years, tax harmonisation 
was one of the European 
Union's doziest dossiers, an 
issue no government seemed 
anxious to promote. 

Now it makes headlines, 
notably in the UK. where it 

has fuelled anti*EU and anti- 
German sentiment in parts 
of the tabloid and right-of- 
centre press. 

.It is a debate in which 
public posturing and politi- 
cians' pronouncements have 
pushed far beyond actual 
negotiations among EU 
finance ministers. Tax issues 
are portrayed in black and 
white, fn reality, govern- 
ments opposed to one pro- 


posal often agree on other 
matters and there are incon- 
sistencies within member 
states, notably in Germany. 

And yet the recent fury 
cannot be lightly dismissed. - 
The renewed drive for tax 
co-ordination and harmoni- 
sation. emanating from the 
recently elected government 
of Social Democrats and 
environmental Greens . in 
Bonn, has exposed a new 
fault-line in the EU. separat- 
ing Gerhard Schroder’s left 
of centre coalition from the 
British Labour government 
of prime minister Tony 
Blair. The start on January 1 
of Germany’s six-month EU 
presidency and the launch of 
the euro as a single currency 


forll continental EU mem- 
ber states on the same date 
will only highlight the divide 
between the two govern- 
ments. 

For the new German gov- 
ernment, some degree of tax 
harmonisation is essential 
for the smooth working of 
the eurozone and for domes- 
tic political reasons. Its Octo- 
ber coalition agreement 
states that the euro requires 
the “active co-ordination” of 
economic, financial and 
social policy. 

Bonn therefore considers 
“joint and binding . rules 
against tax. social and envi- 
ronmental dumping to be 
essential, especially for the 
effective minimi im taxation 


TAX COMPARISONS CHANGES NEEDED TO UNDERLYING^ STRUCTURES 

Reforms essential 
to find true harmony 


By Jim Kelly 


Tax harmonisation for 
businesses within the Euro- 
pean Union is about much 
more than getting the mem- 
ber states to set the same 
rate of basic corporation tax. 

Putting companies in the 
EU on the same footing will 
demand fundamental and 
time-consuming reforms - 
not just of each member 
state's corporate and per- 
sonal tax systems but of the 
underlying legal and tax 
structure of companies 
themselves. 

“Corporation tax rates are 
the easiest thing for people 
to look at. But it’s the under- 
lying tax system and the 
individual country basis of 
taxable profit which produce 
the yield which governments 
are really interested in,” 
says Nicholas Dee, a multi- 
national company tax direc- 
tor. 

“The headline rate is only 
one factor,” says Mr Dee. 
who is chairman of the taxa- 
tion committee of the CBI, 
the “UK employers’ associa- 
tion. 

“Harmonisation of tax 
rates does not solve the ftrn- 
damfental tax problems of 
operating as a pan-European 
company,” say's Philip Gil- 
len, head of tax at Imperial 
Chemical Industries, the 
British chemicals group. 

Comparing corporation tax 
rates is misleading. The 
table below shows the varia- 
tions In Europe of the main 
rate, but only hints at the 
underlying differences in 
application. In the case of 
Germany, for example, the 
higher rate applies to 
retained profits, the lower to 


Corporation tax rates 
% 


distributed profits. But even 
given these very significant 
variations, the underlying 
basis of tax also changes 
from country to country. 

“You have to look beyond 
corporation tax rates.” says 
Joy Svasti-Salee. interna- 
tional tax expert with 
KPMG, the professional ser- 
vices firm. “You have to look 
at' the taxable base for a 
start at the taxes like 
social security which add to 
your costs of employment.” 

The calculation of the tax- 
able profit earned by a com- 
pany varies widely in the 
EU. Take the taxable deduc- 
tion of goodwill - that is, the 
difference between what a 
purchaser pays for a com- 
pany and the book value of 
the assets. This Is not 
deductible in the UK, 
Treland, France. Portugal 
and Spain - but can be hap- 
pily deducted everywhere 
else. There is a wide range of 
other variables affecting tax- 
able profit. 

On top of variations in the 
basis for taxation, there are 
other taxes which affect 
business. Social security tax 
- the burden of which falls 
heavily on employers - 
varies greatly. The table 
(above right!, shows for 
example, that France's total 
tax revenues amount to 26 
per cent of gross domestic 
product , excluding social 
security, but 45.7 per cent 
when it is included. The fig- 
ures for the UK are 29.8 per 
cent and 36 per cent. Even 
rates of value added tax - 
which are supposed to fall 
within a band agreed by EU 
member states - vary in 
such a way as to have a 
material effect on business. 


435 - 56.7 



of companies and the elimi- 
nation of tax oases". 

Bonn also needs joint 
European action on energy 
taxation to provide political 
cover for its plans to push 
through politically unpopu- 
lar rises in petrol and other 
taxes. The increases are sup- 
posed to finance cats in non- 
wage labour costs in the 
form of employers' and 
employees’ contributions to 
pension, unemployment and 
health Insurance funds. 

Oskar Lafontaine, the 

finance minister and leader 
of Mr SchrSderis SPD, wants 
progress within the EU on 
energy taxes and wants to 
push for minimum taxation 
of companies and savings 
during Germany’s forthcom- 
ing presidency. 

This latter point has put 
him on a collision coarse 
with the UK government and 
Gordon Brown, chancellor of 


Taxing times 

Total tax revenue as % of GOP, 1 996 

■ Total tax revenues axcfaxfing social 
saGt>% contributions as % a( GDP 
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the exchequer. Mr Lafon- 
taine's talk about the mini- 
mum taxation of companies 
has raised the spectre of 
minimum tax rates for the' 
EU. In the view of hostile 
commentators, such taxes 
threaten to push Britain’s 
attractive average tax rates 
up to high German levels. 
Because of its wish to elimi- 
nate tax havens, Bonn looks 
favourably on a European 
Commission proposal for a, 
20 per cent withholding tax' 
on savings. But Britain sees 
it as a threat to the . euro- 
bond market 

There are points of agree- 
ment between Britain and 
Germany. Both countries 
oppose tax evasion. Both 
support a French initiative- 
to review and possibly 
reverse an existing EU! 
agreement to abolish duty- 
free shopping for travellers 
between. EU nations from 


the middle of next year: 

. There -is ai^o a glaring 
inconsistency - in Germany's 
tax policy. Mr Schroder, the 
chancellor, accepts that 
there must be at some point 

harmonisation of ‘Indirect 
foxes , including value added 

tax,- ; in thfe EU, but he has 
blocked, all discussion of any 
increase in Germany’s low 
VAT rate of Id per cent 

But ■ the fundamental 
nature of- the AngtoGerman 
divide, has become (dear dur- 
ing the past two weeks. 
First, vMr grown threatened 
to veto tax ’measures hostile 
to British interests, raising 

doubts: among Britain’s EU 

partners about the Blair gov- 
ernment’s - commitment to 
th? Union. A week later, Mr 
. Lafohthine, backed' by Mr 
Schrflder. and Dominique 
Strauss-Kahn, . the French 
fin minis ter; said prog- 
ress towards, a- meaningful 


EU tax policy would be 
Impossible without dropping 
unanimity in favour of quali- 
fied majority voting on tax. 

True, all- three spoke or 
more majority voting ® a 
longer-term project. But Mr 
SchrOder, in an FT inter- 
view, made clear that Ger- 
many would raise the issue 
in connection -with negotia- 
tions on reform of EU insti- 
tutions and Its eastern 

enlargement "Compared with 
the hitherto glacial progress 
towards common tax poli- 
cies, this appears an. ambi- 
tious timetable. 

The emergence of the 
majority voting issue shows 
how. talk about tax has gone 
for beyond the current EU 
agenda; Tucked In the mid- 
dle, is Mario. Monti, the EU 
Commission internal market 
commissioner, who is behind 
the proposal for the 20 per 
cent withholding tax and 


J.ipan 


US 
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Scores KAK corporate Cn ntt survey 


Then there are the tax 
obstacles which hold back 
harmonisation within the 
EU. “A lot of businesses in 
Europe believe that a lot can 
be done - and should be 
done - to diminish the tax 
barriers - the obstacles - to 
cross-border business.” says 
Ian Barlow, bead of tax at 
KPMG. 

Business leaders believe 
the elimination of these tax 
obstacles is far more impor- 
tant in the context of the 
single market than bringing 
about convergence in crude 
tax rates. 

But while business- 
friendly EU measures have 
fallen by the wayside, others 
- such as a proposal for a 
common withholding tax on 
savings - have won greater 
support from governments 
interested in protecting their 
tax base. This has convinced 
many that tax harmonisa- 
tion is being driven by a 
desire to counter “beggar 
thy neighbour” tax policies, 
rather than an attempt to 
lubricate the workings of a 
single European market 

Is there any way in which 
tax harmonisation and 
removal of tax obstacles 
could be achieved without 
wholesale reform? 

One suggestion is the 
establishment of a European 
Company Statute (ECS), 
which would allow compa- 
nies to register within a 
common legal and tax frame- 
work at EU IeveL This could 
be used as a basic building 
block of tax harmonisation. 
It would exist alongside 
national tax systems and 
companies would be given a 
choice between registering 
according to the ECS or 
under national rules. 

At the moment plans for a 
ECS are mired in contro- 
versy over clauses aimed at 
encouraging worker partici- 
pation. Some large compa- 
nies also doubt the practical 
benefits and are uneasy 
about the social and labour 
aspects of the project But 
some governments seem 
hopeful about an agreement 
in the medium term. 

Once established, advo- 
cates of the statute believe a 
common accounting and tax 
structure could be devel- 
oped. Unice, the Europe-wide 
employers' association, 
believes an optional Euro- 
pean corporation tax could 
then be introduced. 

Most experts believe the 
European Company Statute 
wifi have to come first. The 
whole process could take a 
decade if not longer - but 
the prize would be worth 
more than any number of 
harmonised headline tax 
rates. 



TAX HAVENS PLEAS FOR SPECIAL TREATM ENT M AKE OUTC OME OF REVIE W UNCLEAR 

EU members on quest to 
define a ‘harmful’ regime 


By Jim Kelly ■- _ 

As the UK faced increasing 
pressure to consider fiscal 
harmonisation at last week’s 
meeting of European Union 
finance ministers in Brus- 
sels, a short verbal report 
was given to finance minis- 
ters on progress so far in 
cracking down on ‘"harmful 
tax competition”. 

It was delivered by Dawn 
Primarolo, Britain's finan- 
cial secretary and chair of a 
group of officials from EU 
member states and the Euro- 
pean Commission, set up in 
December 1997 to investigate 
so-called “tax dumping". 
According to UK Treasury 
sources it was no bombshell. 
Some 80 specific tax mea- 
sures had been earmarked, 
but. as one British official 
put it “They have not yet 
identified any one of them as 
actually harmful." 

Although It was inter- 
preted by some British jour- 
nalists as part of a plan to 
harmonise tax by the back 
door, the review led by Ms 
Primarolo is specifically not 
about general harmonisa- 
tion. And the UK is just as 
enthusiastic as Germany and 
France for it to succeed, 
within very specific limits. 

These governments believe 
tax competition erodes tax 
bases and shifts the tax bur- 
den from capital to labour. 
Even EU business groups - 
led by Unice, the umbrella 
group for employers’ associa- 
tions - agree that not all tax 


competition' is healthy. But 
the original design for the 
Primarolo investigation was 
far grander. Draft papers on 
its foundation carried a sen- 
tence to the effect that as 
part of the review, after the 
initial two-year period. EU 
ministers would consider 
extending it to “include a 
member state's general busi- 
ness tax regime where the 
level of taxation is signifi- 


national tax base; 

• Tax breaks are available 
without the beneficiary hav- 
ing any real economic activ- 
ity or presence in the mem- 
ber state: 

• The basis for working out 
profits falls outside Organi- 
sation for Economic 
Co-operation and Develop- 
ment guidelines on multina- 
tional companies; 

• The tax breaks lack 


Review group seeks to enforce a code 
designed to stop regimes that distort 
the choice of business location 


cantly lower than the [Euro- 
pean Union] average’’. 

Following strong objec- 
tions from the Irish govern- 
ment - which in July won 
Commission approval to 
drop the overall level of cor- 
poration tax to 12J5 per cent 
by 2006 - the clause was 
dropped. 

In its current form, the 
Primarolo review seeks to 
enforce a code - issued in 
draft form in October 1997 - 
which is designed to stop 
special tax regimes that dis- 
tort the choice of business 
location. The criteria for 
rig finin g “harmful” are: 

• The tax breaks apply only 
to non-residents or to deals 
involving non-residents; 

• Benefits are ringfenced 
from the domestic economy 
and do not affect the 


transparency - especially 
where benefits are given by 
relaxing statutory rates 
without public knowledge. 

As the group has begun to 
work, unofficial signals have 
suggested other areas may 
fall under its remit. Regional 
tax incentives might fall foul 
of the code of conduct, if out 
of proportion with stated 
policy objectives. Industry- 
specific schemes will also be 
caught - a scheme for the 
British film Industry is often 
cited in this regard. Particu- 
lar attention is also to be 
paid to peripheral parts of 
the EU, such as the Canary 
Islands and Madeira, which 
offer tax incentives. 

And member states are to 
try and promote the code in 
their own dependencies - 
the UK and France in the 


Channel Islands, France in 
Monaco, the Netherlands in 
the Dutch Antilles and so 
cm. The UK has made a pre- 
emptive strike in this area 
with the Edwards report on 
crown dependencies, 
although its remit fell far 
short of considering general 
tax competition. 

The European Commission 
has also indicated that ubiq- 
uitous EU tax schemes can 
be ignored, so special ship- 
ping regimes are outside the 
code as almost all countries 
have them. A similar argu- 
ment might be made about 
holding company regimes. 
By contrast several favoura- 
ble corporate tax regimes for 
foreign and domestic compa- 
nies - such as those in the 
Netherlands, Belgium and 
more recently Denmark - 
may be caught 

The Primarolo group 
should finally report to EU 
ministers nest year. The offi- 
cials have met in extreme 
secrecy but the indications 
are that they will deliver a 
verdict of “harmful" on a 
wtde range of special tax 
schemes within the EU. 
Under the code, all harmful 
tax regimes must be with- 
drawn by January l, 2003. 

But the extreme sensitiv- 
ity of the subject and the 
ability of member states to 
horse-trade — Luxembourg, 
Belgium, the Netherlands, 
the UK and Ireland may all 
plead for special treatment - 
means the eventual outcome 
is still unclear. 


who fa Wing 

effective a code of 
"against ‘’unfair" company 
taxation agreed 05 ku 
finance ministers a year 
While pleased to see fax 
coordination taojre pr°“M- 
nent in EU ?■>»*’«■ *£■ 
Monti is worried that the 
recent ftiry could jeopardise 
' the existing BU programme. 
He considers the current 

proposals go as far as is poa- 

rfible. given the need for una- 
nimity on tax questions. - 
Mr Monti was encouraged 
by EU finance minJStara- 
most recent tax talks. 
Resorting to the 
metaphors’ so often used 
when discussing EU’lntcgra- 

tion. he said: "The tram fa 
on the rails. Two years ago 
we didn’t even have the rails 
qa the ground.’' His task In 
coining months will be to 
ensure the tax programme 
does not hit the buffers. . 

Evolution 
at snail’s 
pace 

By Emma Tucker In Brussels^ 

Harmonisation of taxes 
within the European 
has progressed at a 1 
pace. Since the signir 
the Treaty of Rome in 
only a handful of limited 
measures have crept on 
the’EU statute book, the 
biggest rush coming in the 
wake of the opening of the 
European single market In 
1992. The measures foe 
mainly on harmonisng 
taxable bases and setting- 
minimum rates. 

However, the arrival of the 
single currency next month - 
looks certain to unleash a 
burst of new activity. 

Direct and Indirect 
Taxation Measures Agreed 
by Member States: 

1969 - Agreement to set a 1 
per cent celling on the 
indirect taxation of capital 
raising operations. 

1972 - Limited move to iron 
out distortions in foe • 
taxation of tobacco products 
- a precursor to further 
harmonisation. 

1977 - Harmonisation of foe 
list of products to which 
value added tax must be 
applied. 

1990 - Agreement on a 
common system of taxation 
applicable to mergers. 
$ivisk>o% transfers of asspts 
and exchanging of shares 
involving companies of 
different member states: : 
Agreement on a common . 
system of taxation 
applicable to foe parent 
companies and subsidiaries 
of different member stalest 
1992 - Agreement on a 
minimum 15 per cent VAT ’ 
rate: agreement among the 
member states to abolish 
intra-EU duty free sales in 
July 1999; harmonisation of 
the tax base for excise 
duties and foe setting of 
minimum rates ; 
harmonisation of the taxable 
base for excise duties on 
mineral oils and the setting 
of minimum rates; 
amendment to the 1972 
tobacco directive setting 
minimum rates. 

1994 - Commission 
recommendation concerning 
the taxation of small- and 
medium-sized enterprises 

1997 - Resolution by foe 
Council to draw up a code 
of conduct for business 
taxation aimed at eliminating 
foe “unfair” competition 
posed by special sectoral 
and regional tax breaks. 

1998 - Proposals for a 
minimum 20 per cent 
withholding tax on income 
from savings and 
investment; proposals for a 
directive to eliminate 
withholding taxes on 
payments of interest and 
royalties between associated 
companies of different 
member states. 


INTERNATIONAL SECURITIES MARKETS OPPONENTS OF WITHHOLDING TAX ON EUROBONDS ARGUE IT WOULD INCREASE EU COSTS AND DRIVE INVESTORS OFFSHORE 

Bankers and Brussels at odds over impact on London 


By Edward Luce, 
Capital Markets Editor 


In 1963, the US lost its role 
as the lending market for 
international bond issuance. 
Its decision to levy a new tax 
on overseas investors - the 
interest equalisation tax - 
drove the international and 
part of the domestic dollar 
market offshore. They have 
never returned. 

But now London, the 
prime beneficiary of that 
move and the undisputed 
centre of the international 
securities markets, is faring 
a similar threat say bank- 
ers. The proposed 20 per cent 
European Union withholding 
tax on eurobonds would 
raise the cost of managing 
such offerings in the EU and 


push much of the market off- 
shore, they say. 

Countries such as Switzer- 
land and. Ironically, the US, 
which has since scrapped its 
domestic withholding tax 
and other related taxes, 
would be the chief beneficia- 
ries. “On a worst case sce- 
nario London would cease to 
be the centre for interna- 
tional bond issuance,” 
claims Clifford Dammers, 
head of the International Pri- 
mary Markets Association 
(IPMA). which represents 
part of the bond markets. 

Mr Dammers says there 
are roughly 114,000 people 
employed in the interna- 
tional securities markets In 
London. “If only 10 per cent 
lost their jabs or moved to 
New York or Switzerland. 


over 11.000 top quality jobs 
would be lost, probably irre- 
trievably.” he adds. 

However. EU and national 
officials believe that oppo- 
nents of the tax - notably 
the leading investment 
banks - have exaggerated its 
potential damage to London 
as a financial centre, and 
some believe the effect may 
be neutral. 

At the moment. 11 of the 
EITs 15 member states do 
not tax interest on the 
savings of Individuals based 
in other member states - a 
ploy to attract capital. But 
this also means member 
states lose out on valuable 
revenues. The Commission 
wants to prevent states 
undercutting each other on 
withholding tav. 


The proposed tax, which, if 
agreed, would be in place by 
January 2001 at the earliest, 
would hit individual retail 
investors in the eurobond 
markets. Pension funds and 
other institutional investors 

would remain exempt 

It would thus affect 
wealthy individuals who 
hold their bond accounts in 
neighbouring countries to 
avoid domestic Income tax. 
This includes the proverbial 
Belgian dentist who holds 
his account outside Belgium 
or. more realistically, the 
German financier with an 
account in Luxembourg. 

Proponents of the tax, 
including the German gov- 
ernment and the European 
Commission, say it is 
designed to curb unfair tax 


competition between mem- 
ber states. The Luxembourg, 
bank, therefore, would no 
longer benefit from German 
tax evasion. 

However, opponents argue 
that the Swiss banking sec- 
tor would be the chief benefi- 
ciary. not, for example, the 
German Treasury. “The tax 
would simply drive the tax 
fugitives even further off- 
shore," says one German 
banker. 

In addition, critics of the 
tax say it would trigger a 
massive redemption of bonds 
by borrowers. This is 
because most bonds have 
sub-clauses which allow the 
borrower to redeem the bond 
at par (a value of 100 per 
cent) before it matures if 
new taxes are imposed in the 


intervening period. This is 
because the borrower has 
undertaken to pay any taxes 
imposed during the life of 
the bond. 

However, given the decline 
of European and US interest 
rates in recent years, most 
eurobonds are trading at 
well above par. Merrill 
Lynch estimates the average 
eurobond is trading at 105 or 
106 per cent of its face value. 
Retail investors would thus 
lose a significant proportion 
of their capital gains while 
bom? were would be able to 
refinance their bonds at a 
much lower interest rate. 

In addition, owing- to the 
fact that bonds change 
hands regularly, many insti- 
tutional investors would also 
be affected. "You canno t dif- 


ferentiate between retail and 
institutional investors if you 
redeem a bond." says one 
banker. •'Yon have to 
redeem the whole issue.” 

Given that about 10 per 
cent . of the estimated 
$3,500bn in outstanding euro- 
bonds are held by retail 
investors, a lot of debt could 
be redeemed resulting in a 
one-off loss of about *5bu to 
investors, says IPMA. 

Lastly, opponents argue 
that the tax would impose 
significant burdens on bank- 
ing custodians and paying 
agents who administer cou- 
pon payments. These are 
usually paid to the investor 
every six months. The cost 
of keeping track of who 
owns which bond and 
whether they are eligible to 


pay the tax or not would be 
onerous, say bankers. 

There is still a high 
chance of the UK hammer- 
ing out a compromise with 
the proponents of the har- 
monised withholding tax. 
But even if no deal is struck, 
officials say London's attrac- 
tiveness as a financial centre 
depends on many other fac- 
tors - for example, its com- 
paratively relaxed regula- 
tory system. In contrast, the 
Securities and Exchange 
Commission in the US is 
considered to be one of the 
most Interfering regulators 
to the world. 

“If the EU wanted to set 
up a European SEC along 
the lines of the- US. then 
there would be real grounds 
for worry.” says one analyst 
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Climb by Airbus to higher business plane stalls - for now 


Sooner or later the European aircraft 
building consortium will have to make the 
change to commercial company status to 
sustain its hard-won position as a tough 
and respected competitor to Boeing, 
writes David Owen 


T he Franz-Joseph Strauss 
meeting room at Airbus 
Industrie headquarters 
in Toulouse, where Friday's 
ill-fated shareholders' meet- 
ing took place, appeared not 
to have a drop of blood on 
the carpet. 

Visitors were still being 
received in the mock-up cen- 
tre, where full-scale models 
of the interiors of the Euro- 
pean consortium's range of 
aircraft can be inspected. 
And in Europe's biggest 


aircraft factory, robots and 
blue-uniformed men were 
still hard at work on mas- 
sive, greenish A330 and A340 
long-haul jets at varying 
stages of assembly. 

Life, in short, was going 

on much as usual this week 

at Europe's best-known GTE. 
or groupement d'int€ret 
economique. In spite of the 
latest setback In efforts to 
restructure It into a single 
company. 

The new blow* came on Fri- 


day, with the eruption of an 
argument pitching one of the 
consortium's three main 
shareholders - Aerospatiale 
of France - against the other 
two - British Aerospace of 
the UK and DalmlerChrysler 
Aerospace (Dasa) of Ger- 
many. 

At the heart of the row are 
French concerns about the 
consequences for the balance 
of power within Airbus of a 
widely expected alliance 
between BAe and Dasa. 
Based, on current states, a 
BAe/Dasa merger would 
leave tbe combined entity 
owning 573 per cent of Air- 
bus, compared with 373 per 
cent for Aerospatiale and 12 
per cent for Casa of Spain. 

The squabble has raised 
fresh doubts about whether 


the transformation of Airbus 
into a free-standing commer- 
cial company can proceed 
nest year as planned. 

On one level, the distinctly 
unagftated reaction in Toul- 
ouse was to be expected. A 
strong product line and a 
buoyant market have left the 
consortium with a firm order 
book for more than 1,300 air- 
craft, equivalent to wen over 
four years’ production at 
next year's planned rate or. 
delivery of 290 units. 

Furthermore, Boeing, Air- 
bus's main competitor, is in 
a state of disarray,- having 

announced plans to jettison 
a fifth of its workforce. 

Nor would it be suxpiising 
if some Airbus employees - 
although presumably not 
NoH Forgeard, its recently 


appointed managing director 
- were not secretly- relieved 
at news suggesting the time- 
scale for the transformation 
and the changes . tbit may 
come In its wake was once 
again lengthening Frofn the. 
Toulouse shopfloor. it must 
appear that 'the. current 
organisation is ■■working 
pretty well. 

There is a danger. ' how- 
ever, that anyone who takes 
this view is living in a fool's 
paradise^. 

The planned creation of a 
single company represents a 
formidable one-off opportu- 
nity for Airbus to improve 
its efficiency. Under the cur- 
rent structure, to name but 
one oddity. Airbus manage- 
ment must operate without 
knowing the partners’ manu- 


facturing costs. 

Sooner or later, IT it is to 
sustain its hard-won position 
as a tough and respected 
competitor to -Boeing. Airbus 
is going to have to make the 
' change. Chances are. It 
would be easier to do so 
whQe times are good rather 
than after the cyclical civil 
aircraft market has reached 
the- end of its present 
upswing and the European 
group is battling for busi- 
ness against a leaner Boeing. 

Today, it might appear 
that -the partners’ squabble 
is of no great consequence 
for tbe underlying business. 
But, unless swiftly resolved, 
the spat may turn out to be 
very damaging for the enter- 
prise’s prospects in three or 
four years’ time. 


EUROPEAN INDUSTRY OUTPUT EXPECTED TO GROW AGAIN DESPITE ASIAN CRISIS 


Machine tools head 
for another good year 


Machine tool production 

inCBctma codritrim’ (Eailm) ’. 


By Peter Marsh in London 


Western European 
production of machine tools 
is likely to see another 
strong rise next year, in 
spite of storm clouds over 
the world economy linked to 
the Asia crisis, according to 
Cecimo, the Brussels-based 
trade association for the con- 
tinent’s machine tool compa- 
nies. 

The forecast of output 
growth of 4-5 per cent in cur- 
rent values in 1999, after 
expansion of 7-8 per cent this 
year, comes after machine 
tool builders have experi- 
enced several years of robust 
growth following the reces- 
sion in the industry in the 
early 1990s. 

The fortunes of the 
machine tool industry in 
western Europe - which last 
year had sales of Ecul4.5bn 
($17bn) - are strongly linked 
to sectors such as cars, aero- 
space and general engineer- 
ing which use the systems in 
factory production. 

As a result of the general 
upturn in industrial invest- 
ment in continental Europe, 


output of Germany’s 
machine tool industry. 
Europe’s biggest, is likely to 
expand 7 per cent next year 
after a rise of 15 per cent 
this year, according to 
Cecimo estimates. 

Italy - Europe’s next big- 
gest machine tool maker - is 
expected to see output rise 3 
per cent in 1999, after 
a 7.5 per cent rise in 


Only Britain, the 
fourth largest 
manufacturer, is 
expected to see a 
downturn in 1999 


1998. 

. Of Europe’s biggest 
machine tool producing 
countries, only Britain, the 
fourth largest manufacturer, 
is expected to see a down- 
turn next year, with produc- 
tion falling 16 per cent after 
a 10 per cent drop this year. 
Much of the UK’s decline is 


linked to the tough times for 
large parts of British indus- 
try where investment pro- 
jects have been cut back as a 
result of the strong pound 
cutting into export orders. 

Only about 5 per cent of 
output from Europe's 
machine tool industry, 
which is responsible for 
about half total world pro- 
duction of this equipment, is 
exported to countries such 
as Malaysia, Thailand and 
South Korea which have 
been worst affected by the 
economic crisis in the 
region, according to Cecimo. 

Jean Heymans, Cecimo's 
director general, said he 
remained fairly optimistic 
about 1999. But he warned 
that order books were likely 
to “flatten out" soon, as a 
result of the Aslan crisis at 
some stage causing custom- 
ers of machine tool compa- 
nies to review their invest- 
ment plans. 

The machine tool industry 
- which comprises about 
1,500 companies across 
Europe, most of them pri- 
vately owned and employing 
fewer than 100 people - has 
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so far avoided the worst 
effects of the Asia crisis as 
equipment is usually ordered 
fairly late in customers' 
investment, projects. As a 
result, the industry is still to 
some degree living off fac- 
tory schemes conceived in 
1996, before the economic 
turmoil in Asia started. 

However, the industry is 
partly protected because of 
Its. role in boosting produc- 
tivity in specific Industrial 
sectors such as cars, where 
competition among produc- 
ers is intense. 

The sector also benefits 
from being strongly export 


driven, with about a third of 
its production Isold outside 
western Europe. The US and 
China are tbe two biggest 
importers of European-made 
tools. 

According to Cecimo's 
forecasts, Switzerland, 
Europe's ■ third biggest 
machine tool manufacturing 
country. ’ win push up pro- 
duction 14 per cent: in 1999, 
after 11 per cent this year. 
Output of tools in France 
and Spain next year is likely 
to increase 3 per cent and 5 
per cent respectively next 
year, after rises of 5 pet cent 
and 9 per cent in 199& v 


US duties 
on Chilean 
mushrooms 


By Sttfpa Mohan 
in Washington ' 


The US department of 
commerce has imposed a 149 
per cent anti-dumping duty 
on imports of preserved 
mushrooms from Chile. 

The action follows an 
International Trade Commis- 
sion r hiin g that certain 
types of preserved mush- 
rooms from Chile were being 
soldat less than fair value in 
the US.' 

The ruling said cheap 
imports hurt il producers In 
California, Delaware, Ohio, 
and Pennsylvania. 

Pete Pizza, the vice-presi- 
dent of Nature's Farm Prod- 
ucts USA which exports pre- 
served mushrooms from 
Chile, said the decision was 
grossly unfair to the cus- 
tomer. Imports from Chile 
were not ' . underselling 
domestic producers. 

The penalties, imposed are 
6 per cent higher than duties 
set in August during a pre- 
liminary determination by 
the FTC. The. duties have 
sent processed mushroom 
prices soaring up 70 to 100 
per cent Mushrooms from 
China, India, and Indonesia 
also suffer penalties. 


First foreign 
reinsurer opens 
office in India I 



By Kristina Cuba in Bombay 


Swiss Re will today become 
the first International rein- 
surance company to open an 
office in India. 

The company’s presence in 
the country is a sign of tbe 

increasing sophistication 

and globalisation of the 
Indian insurance industry as 
it prepares to end the 
state monopoly of the 
sector. 

India’s government said 
recently it would open the 
market to private sector 
companies with foreign part- 
ners holding an equity stake 
of up to 26 per cent - a deci- 
sion which aroused furious 
protests from sections of the 
ruling party. 

It promised to bring a 
reform bill before parliament 
during the current winter 
session. 

Walter Kielholz, chairman 
of Swiss Re, said the reforms 
would usher in greater com- 
petition, which would create 
demand for risk manage- 
ment skills, portfolio diversi- 
fication and underwriting 
support. - 

-There will be a larger 
number of companies active 
in the market - in particular 
more domestic companies." 
he said. “We have to be 
closer to the market." 

Swiss Re has provided 
reinsurance to India's two 
state monopolies. General 
Insurance Corporation and 
Life Insurance Corporation 
since 1957, without establish- 
ing a presence on the 
ground. 

Mr Kielholz said the 'two 
state-owned companies 
would remain important 
clients. Swiss Re would 
help them adapt to 
competition. 

“Reinsurance will play a 
very important role in help- 
ing the Indian insurance 
industry, once liberalised, to 
develop and successfully 
compete against foreign 
competition,” he said. 
However, Swiss Re will 
also offer reinsurance to 
private and joint venture 
companies. 

The opening of the India 


office is part of a push to 
extend Swiss Re's exposure 
to Asia, in particular India 
and China, which account 
for a tiny share of its current 
business. . . r 

Martyn Parker, head oi 
Swiss Re’s regional life and 
health business, said: “We 
see very good opportunities 
here with steady growth In 
GDP. Demand for Insurance 

products, particularly life 

and pensions, would be 

underpinned by India’s high 

personal savings rate, 
about 24 per cent." be 
added. 

Mr Kielholz said {Swiss He 
would belp the Indian insur- 
ance sector reposition itself 
to support the growing pro- 
portion of output which is 
traded rather thup con- 
sumed by tbe domestic econ- 
omy. 

He said liberalisation 
would bring benefits, in bet- 
ter product design. s?r\ice 
and price competition. But 
he warned that the transi- 
tion to open competition 
should be orderly. 
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•. The first contract ft 
supply of liquefied na 
gas to India has been 
by Oman LNG and the 
bol Power Company 
Maharashtra state, wr 
Robert Corzine. 

The 20-year contract 
ers the delivery of l. 1 
tonnes of LNG a year tt 
2.450 megawatt power pi 
now under construction 
the Indian coast. 2401 
south of Bombay. Delive: 
will begin in 2001. 

India is viewed by LN 1 
producers in the Middle 
and ’Asia as one of the mai: 
growth markets, given itsl 
rapidly rising demand for! 
electricity. 1 

The partners in Oman i 
LNG. which includes the | 
Omani government as well 
as Royal Dutch/Shell and 
Total of France, say it is the 
first LNG sale to an 
independent power project 
in Asia. 

Construction of the $2bn 
Oman LNG plant at Qalhat, 
300km east of Muscat, is 55 
per cent completed. 
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Anyone making last-minute millennium decisions should book ASAP. 

Time i* living m the auunJuwn t» the millennium. And if you don’t warn to Lind in I'MIM. you 
should liiukK in with SAP right .nv.iy.ASAi’ (Aev'elenitedbAI 1 ) can oiler you a fair and simple 
introduction nt <«tr hciMiievs nifrtvjre SAP R. .\ The integrated all-m business solution 
1L/3 \\M' designed from tin* sun to he r-.iJ\ fm the 21st century - giving you a 
deci«tve competitive advantage. We implement our software m tile shortest 
possible time and deliver a system llui dynamically adapts to your chang- 
ing requirements. With U./A you will be ready m soar into the 
next nnllenntuin. So why not check in today by calling; 

+49/180/5 34 34 24 or visiting http://wwur.sap.com 


mr 


A Better Return On bifbrmotion. 



FT Graduates 
Recruitment Service 


Helping Graduates to target future top management positions 


The FT Graduate Recruitment Service is a new and effective way for graduates to 
obtain recruitment packs from some of the UK’s leading companies. For the cost of 
just one stamp, you can use our centralised service to receive information from 
one or a number of the companies listed below. 


To order your free graduate packs, simpfy block in the boxes for the graduate packs you would 
like to receive, fill in the order form, then cut out the whole advertisement and send it to us at 
the address shown below. IMPORTANT: Please complete ALL RELEVANT SECTIONS in BLOCK 
CAPITALS (Avoid P.0 Box addresses if possible) 


Allied Domecq Retailing 


Andersen Consulting 


BICC Cables 


British Energy 


British Nuclear Fuel Ltd 


Chantrcy Vellacott 


Cr.rtc Davies - UR Consuftancy 


Freshfields 


J.D. WcatherspQon Pic 


Pilkington Pic 


John Laing PLC 


FViccwjU'rhoir^ •Coopers 

MurugiSment Consulting Services 


John Lewis Partnership 


Salisbury's - Buying 


Kingfisher 


Sainsbury's - Finance 


Lloyds TSB 


Sainsbury's - IT 


London Transport 


Scottish Power 


McDonalds 


Syntegra 


N.-Itionnl Air Trulfic Services Ltd 


United Gas 


Naf West Group 


Nat West IT 


NHS Financial Management 
Training Scheme 


Online application: For faster processing of your order there is an online subscription form available 
on our Webpage www.icbinc.com cgu-birtgcb.pl 


MrtanflHlMM* 

First Mima . 












n 


• 

— 

Art* and HmMnHIea [~] 

SmU Udaocoa 

Addraa 



Ufa Sdancaa . Q . 



□ 




MV** SciaMM Q 




CHy 



Y “ □ 


□ 






PoiWaao 



tOrm qM ara yoo7 





How many OCAS (Mfcrt* hawa yea olUalaiCT ( 10 . 40) 



. Oay Tine TO Kuotar 



Whrt Uabanity yaw of My are yea la? 

O"* 1 □ 3*1 

1st 

□ 

<Wt> may meed to omg yotr to vufkUt* »wor arthjrl 


Do yea brtaod Mk« a yaar out? 


He 

□ 

Email 

Date 


If yaa, vbaa an yea ptm*v to 
rotura ta eraptoynentT _ . 




For the benefit of both parlies, companies participating in the FT Graduate Recruitment Service reserve the ri-ht to 
rci«t applications should the candidate not moot the company's minimum selection criteria. Recruitment packs will 
bo distributed by selected companies, it you do not wish to receive any FT related mailing, please tick box 

Please mail this advertisement to the FT Graduate Recruitment Service. Westmcad House, 123 Westmcad Road, 
Sutton. SMl4iH, or visit our website www.icbinc.com cghbingcb.p! 


f 





■■r V# 


•A*- -4#.; 


r' 

A. 

.:*■ k.9 

•* '-**1 

* 




I i ».! , § 

. i .<• ; i 


Donors' darl 
g its aJli 



?fcr 


t. - v . 


4 


V 

t 


l • 


- 

~txt* -Tgj 

-nta* 

- •- v.t 

TTXPil 

'"•’'•■vMH 

- -’**4 


& 


Companies wishing to join this service for graduates should contact Loc Godfrey on 0181 722 7719 


FINANCIAL TIMES 

No FT, no comment. 


* 




S ,Mk_y 

■ -:‘:9+p 
■ .ix 

X. 








' f 


' ) 
t 


... r 












7 


FINANCIAL TIMES WEDNESDAY DECEMBER 9 1 998 


Rocky road 
for Clinton’s 
peace parade 


By Judy Dempsey in Jerusalem 

President Bill Clinton begins 
a visit to Israel and Palestin- 
ian Authority areas on Sat- 
urday amid concern that 
what was meant as a cele- 
bration of the peace process 
might end in recriminations. 

The mood of peace has 
soured with Israel saying it 
is unlikely to carry out a sec- 
ond handover of West Rank 
land to th$ Palestinians, due 
next week! blaming the Pal- 
estinians for faili ng to curb 
violence. / 

Palestinians, meanwhile, 
yesterday] insisted a hunger 
strike hr prisoners would 
continue until they were 
released from Israeli jails, as 
( agreed under the Wye Flan- 
i union accord. 

i For Nr Clinton, much is at 
stake. He invested enormous 
amount of time in forging 
the acyord two months ago 
in Washington between Ben- 
jamin/ Netanyahu, Israeli 
prime/ minister, and Yassir 
Arafal. Palestinian Author- 
ity ptfsident. 

Bui since then. Mr Netan- 
yahu has been besieged by 
righi-wing supporters who 
clain he betrayed them by 
halving over land to the Pal- 
estinians. His coalition part- 
ner have made governing 
alnost impossible, holding 
uqf next year’s budget and 
denying legislation. Minis- 
u/s. convinced that his visit 
tJ Gaza is an implicit recog- 
rnion of a Palestinian state. 
Ipve criticised Mr Clinton’s 
■ (Inerary. 

'Mr Arafat has been under 
\ pressure too. Fatah, bis 
political movement, claims 
jibe Authority has not done 
/enough to free the prisoners. 
/ After days of demonstrations 
/ throughout the West Bank, 
/ Mr Arafat’s security forces 
f this week opened tire, dis- 
playing the gulf between the 
leadership and the public. 

US officials said Mr Clin- 
ton would try to persuade 
Mr Netanyahu to implement 
the second phase of the Wye 
accord which entails Israel 
handing over 5 per cent of 
land to joint Israeli-Palestin- 
ian control. 

But since signing the Wye 
accord. Mr Netanyahu’s 
ruoin for manoeuvre has 
become ever more limited. 
His attempts to strengthen 
his coalition by bringing 
back David Levy, head of the 
small Gesher working class 
party and supporter or the 
peace accords, have, for the 
moment, failed. 

This leaves Mr Netan- 
yahu’s majority of two in the 


UGANDA DEVELOPMENT 


Donors’ darling 
losing its allure 


By Marie Turner In Kampala 


Donors have issued a stem 
warning to Uganda that poor 
banking supervision, a lack 
of clear objectives in privati- 
sation and inefficient tax 
administration are damaging 
the country’s business envi- 
ronment. 

In a critical statement 
issued iu Kampala this 
’week, international donors 
-aid the Ugandan govern- 
ment needed jo demonstrate 
its commitment to creating 
the environment needed for 
sustained grdwth of private 
sector investment if it was to 
be assured oL further support 
for siructuraj reforms. 

The comments. delivered 
at a business forum ahead of 
tiie first Wok-id Bank consul- 
tative group meeting today* 
in Uganda.e.ignal Increasing 
international scrutiny of a 
country h/therto touted as 
the darling of the developing 
world. I 

How eve/. Jim Adams, tbe 
head of life World Bank dele- 
gation. emphasised the coun- 
try's potential to be a third 
world refc model, highlight- 
in? “thfl really substantial 
progres/ over the past five 


progros 

years. 

Ugan 


I i5 seeking S800m- 
rants and loans to 
rammes over the 
years. 

s growth rates of 
r cent, underlying 
if 5 per cent and 
gress In both agri- 
mi industry had 
resident Yoweri 
international 
nd helped Uganda 
e of thu Bret coun- 
inn oenefit from the 
He-iily Indebted Poor Coun- 
irifc debt reduction pro- 
grromc. 

Nevertheless, according to 
diiors. the country’s 
srrolvement in the Congo 


conflict and inadequacies in 
its privatisation programme 
have damaged investor con- 
fidence in Uganda, while 
inefficiencies in tax adminis- 
tration, including a report- 
edly high level of corruption, 
are constraining private sec- 
tor development. 

Gerald Ssendaula, Ugan- 
da's minister of finance, 
acknowledged that bank 
supervision needed substan- 
tial strengthening, and said 
the government was commit- 
ted to improving the privati- 
sation process. 

However, he disputed 
donor claims of declining 
levels of foreign investment 
and lamentable internal 
rates of return. "According 
to National Accounts statis- 
tics. private investment 
increased by 19 per cent in 
real terms In 1997-98. . . (and] 
amounted to 13.5 per cent of 
GDP, tbe highest level for 
over two decades." said Mr 
Ssendaula. 

The minister also said the 
government was reforming 
tax administration, and was 
working toward a more 
effective commercial court 
system. 

Nevertheless, few analysts 
deny that Uganda faces some 
big policy challenges if it is 
to replicate the successes of 
the past few years. 

A new World Bank study 
presented to the forum 
found that expensive and 
inefficient power supplies, 
poor tax administration, cor- 
ruption. and poor transport 
remained serious impedi- 
ments to private sector 
development. 

Responding to urgent rails 
for power sector reform, Mr 
Ssendaula said tbe govern- 
ment intended to approve a 
power restructuring plan 
next year, and was dose to 
signing a contract for a big 
hydroelectric plant. 


INTERNATIONAL 

ILLITERACY ONE IN SI X OF WORLD POPULATION . UNABL E TO READ □ SCHOOLIN G A MA61C B U LLET FO R HUMAN D EVELOPMENT . ,. , _ 

Unicef urges higher priority for education 


Violence touches 
peace negotiator 

The pain of the Middle East 
conflict touched a 
Palestinian peace negotiator, 
Saab Erekat, yesterday 
when his nephew, Nasser 
Erekat, died after being shot 
in the head on Monday. Mr 
Erekat had been studying on 
the roof of his home in Abu 
Dis, a Palestinian town near 
Jerusalem, when Israeli 
troops opened Are at youths 
who ware throwing stones. 
The army blamed an Israeli 
settler for the shooting. 


120-member Knesset more 
vulnerable since that margin 
canno t be guaranteed after 
deputies from his own coali- 
tion. this week planned to 
vote for early elections. Tbe 
vote was postponed at the 
last minute after United 
Torah Judaism, the ultra-Or- 
thodox party in the coali- 
tion, called for a no-confi- 
dence vote which requires 
one week’s notice before 
being taken. 

This may give Mr Netan- 
yahu time to shore up his 
coalition. But coalition mem- 
bers said much would 
depend on Ariel Sharon, the 
foreign minister and anchor 
of Mr Netanyahu’s Likud 
party. 

Mr Sharon wants neither a 
national unity government 
with the opposition Labour 
party, nor early elections. 
According to government 
officials, Mr shawm wants to 
remain as foreign minister 
and head of the final status 
talks which win deal with 
the most complex Issues of 
the Israell-Palestinian con- 
flict. including Jerusalem 
and Jewish settlements. 

“Sharon Is the man who 
will decide Netanyahu’s 
future as much as the peace 
process under this govern- 
ment," said an official. "He 
is probably the only one to 
keep the nationalists on 
board, warning them they 
will be marginalised under a 
Labour or unity govern- 
ment" 

The US is also placing 
much hope on Mr Sharon’s 
ability to keep the coalition 
afloat, at least until the 
implementation of the Wye 
accord, scheduled for late 
next month. “Then. Netan- 
yahu will face hard deci- 
sions." said a western diplo- 
mat. “One thing is certain. 
He will try and hang on to 
power as long as possible." 


By Frances WBfians hi Geneva 

Nearly lbn people - almost a 
sixth of the world’s popula- 

| tion - are illiterate and mil- 
lions of children are denied 
access to basic education, 
the United Nations Chil- 
[ dren’s Fund (Unicef) says La 
1 a report published yesterday. 

The report urges govern- 
ments and International 
financial institutions to give 
education higher priority, 
not only as a fundamental 

human right enshrined in 

international law but also as 
the closest thing to a "magic 
bullet” for achieving human 
development worldwide. 

“The value of investing in 
basic education - and espe- 
cially in the education of 
girls - is now almost univer- 
sally accepted,” Unicef 
argues. Extending primary 
education to all children 
would cost an additional 
S7bn a year over the next 
decade, less than Europe 
spends on icp cream or the 
US on cosmetics. 

Tbe report cites studies 
across the developing world 
linking educational attain- 
ment with income and 
health. Girls’ schooling in 
particular has been shown to 
cut child mortality, improve 
the nutrition and general 
health of children, and 
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Left: fndtetschoolcMdMi to Baftpur, Utter Pradesh, have no 
cl assr oom, ftiriribae or books. Unicef says S7bn a year for a 
decade b needed to ensure universal primary schooling by 2010 - 
less than Europeans spend on Ice cream Mark Mcholson 


reduce population growth 
since educated women tend 
to marry later and have 
fewer chilHrffp . 

More controversially. Uni- 
cef claims th at education is 
aian a force for social stabil- 
ity and world peace. Illiter- 
acy makes it more difficult 
for people to appreciate the 
need for tolerance and 
respect for tbe rights of dif- 
ferent groups, the report 
says. 

According to Unicef; more 
than 130m children of pri- 


mary school age in develop- 
ing countries, inrftirijn g 73m 
girls, are not in school, a 
fifth of the age group. Enrol- 
ment rates range from $6 per 
cent in east Asia to 68 per 
cent in south Asia and just 
57 per cent in sub-Saharan 
Africa. 

. Millions of others are 
receiving a substandard edu- 
cation "where little learning 
takes place". Some 150m 
children in developing coun- 
tries start primary school 
but drop out before the final 


year (grade five), a problem 
that particularly affects 
south Asia, sub-Saharan 
Africa and Latin America. 

Fifty years after the uni- 
versal declaration of human 
rights included the 1 right to 
education, an estimated. 
855m. people - two-thirds of 
them women - are unable to 
read or sign their names, the 
report says. 

The 1989 UN convention 
on the rights of the child, 
which has been ratified by 
every state except tbe US 


and Somalia, requires coun- 
tries to provide free compul- 
sory basic schooling aimed 
at the foil development of 
each child’s ability. 

Yet there, has been only 
modest progress towards 
education for all m .the past 
ten years. Unicef says. Pri- 
mary . enrolment has 
increased but only by 
enough to match tbe growth 

in the number of childr en of 
primary age. Meanwhile not 
enough attention- has been 
paid to the -quality -of the 


education children are 
receiving. 

The report highlights a 
number of successful educa- 
tion projects and national 
school systems in developing 
nations, including the very 
poorest, which could serve 
as models given political will 
and resources. 

The state of the world’s chil- 
dren 1999: Education (Sales 
no. E99XLUSA.1). Unicef. 3 
UN Plaza, New York. IVY 
10017. USA. website www.uni- 
cef.org, 91295. 



You chink 50,000 rhouehes a clay 


Make yourself heard. 
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Will one of them change your day? Your life? 

The world? 

One day in 187(5, a young man named Ericsson 
was inspired by a new invention, tbe telephone. 
One of his 50,000 thoughts that day was: *1 know 
I can build a berter one.' 

Today, over 40% of alJ thoughts of mankind 
thac become words in a mobile phone pass through 
equipment from Ericsson. 


This is our inspiration when we are thinking 
about how to improve the way the world 
communicates. Whether through the Internet, 
with the help of data systems, or any other form 
of communications. 

So what's your thought for today: maybe 
a new product, a new company, someone's birthday? 
You know the future is that close. 

Let's share some thoughts one day. 


ERICSSON ^ 
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NEGOTIATIONS WITH WASHINGTON AFTER SEVEN ROUNDS OF 
TALKS DELHI NO CLOSER TO NUCLEAR WEAPON COMPROMISE 


Nuclear talks going 
nowhere, says India 


By Mark Nicholson in Bangalore 

India has oiade “no tangible 
progress'* in seven rounds of 
bilateral talks with Washing- 
ton prompted by Delhi’s 
nuclear test blasts last May, 
George Fernandes, the coun- 
try's defence minister, said 
yesterday. 

The talks have been an 
attempt to reconcile India's 
professed security concerns 
- Delhi’s justification for 
attaining declared “nuclear 
status" - with a global disar- 
mament regime jeopardised 
by first India's, then Pakis- 
tan's nuclear blasts In May. 

Mr Fernandes said at a 
Bangalore airshow yesterday 
that talks between Strobe 
Talbott. US deputy secretary 
of state, and Jasivant Singh, 
the Indian envoy who was 
formally appointed foreign 
minister at the weekend, 
"have not taken us one step 
nearc-r to a fresh understand- 
ing" since the US and other 
western nations sharply con- 


demned the nuclear tests. 

The remarks by Mr Fer- 
nandes. among the Bharat- 
iya Janata party coalition's 
more outspoken ministers, 
are the most negative yet 
from a government leader on 

the secretive talks, the ful- 
crum of India's post-nuclear 
foreign policy. Neither India 
nor the US has divulged 
much detail from the talks. 

the last round of which was 
held in Rome last month and 
which are to resume early 
next year. 

However, Mr Talbott, who 
is leading parallel talks with 
Pakistani officials, has laid 
out five US goals from the 
talks, which include per- 
suading both South Asian 
rivals to sign the Compre- 
hensive Test Ban Treaty and 
to declare a moratorium on 
production of further fission- 
able nuclear materials. 

Washington is also urging 
both countries to tighten 
export controls on nuclear 
and weapon-related technol- 


ogies, to agree to limits on 
the deployment and testing 
of nuclear-capable delivery 
systems and to engage in 
“productive" bilateral dia- 
logue to ease tensions 
between neighbours, which 
have fought three wars since 
independence In 1948. 

-The prime ministers of 
India and Pakistan have 
made broad declarations of 
willingness even tually to 
accede to the CTBT - Islam- 
abad more concretely - but 
there are few other encour- 
aging signs to have emerged 
from the talks. 

Indeed. Mr Fernandes yes- 
terday indicated that India 
had little intention of curb- 
ing its missile development 
programme, suggesting that 
the government would soon 
announce the further devel- 
opment of a long-range ver- 
sion of its nuclear-capable 
and inter-ballistic Agni mis- 
sile. “It'll be ready soon.” he 
said. Tou'Il hear about It in 
the near future." 



Anwar Ibrahim leaving Malaysia’s High Court yesterday 


Reuters 


Anwar 
seeks to 
disqualify 
vital witness 

The defence m the trial of 
Anwar Ibrahim, Malaysia s 
sacked finance minister, said 
yesterday it would ask the 
judge to throw out the 
testimony of a crucial 
witness, Reuters reports 
from Kuala Lumpur. 

Gurbachan Singh, defence 
counsel, said he would 
apply today to have Aazan 
Abu Bakar, Mr Anwar's 

former driver, impeached as 

a prosecution witness in the 
corruption and sex trial. 

impeachment is to 
discredit the witness, that 
he’s lying. And if he*s 
impeached, then the whole 
of his evidence goes," said 
Mr Gurbachan. 

A move to disqualify Mr 
Azizan, who this week 
denied earlier testimony he 
had been sodomised by Mr 
Anwar, would be the boldest 
step yet by the defence, 
which argues that the former 
driver is part of a 
broad-based plot by 
associates of Prime Minister 
Mahathir Mohamad to 
destroy Mr Anwar’s chances 
of succeeding him. 


Donors in $2.7bn 
pledge to Vietnam 


By Our International Staff 

International donors 
yesterday pledged £L7bn aid 
to Vietnam and urged it to 
speed economic reforms to 
help fend off the worst of the 
crisis sweeping the world's 
economy, the World Bank 
said. 

The amount greater than 
expected, was higher than 
last year's S2.4bn and made 
up of a commitment of 
S2.2bn, with another $500m 
conditional on faster reform 
of the public and banking 
sector. 

The decision to increase 
aid comes amid growing 
signs that the Communist 
authorities are unlikely to 
take bold steps to reform the 
economy, despite repeated 
pledges. Politically-inspired 


lending still drives Viet- 
nam's banking system, with 
the economy geared to ineffi- 
cient state-owned enterprises 
at the expense of the private 
sector. 

Critics of donor policy. 
especially foreign investors, 
say a more effective way of 
prompting structural reform 
would be to reduce aid. But 
Japan, by far the biggest 
donor, says any cut would 
risk fiscal and possibly polit- 
ical instability. 

Vietnam’s economy, hit 
hard by the Asian crisis, is 
expected to grow only 3.S-4.5 
per cent this year and next, 
after 9 per cent in 1996 and 
1997, Foreign investment in 
Vietnam has fallen sharply 
and regional markets, which 
receive most of its exports, 
have shrunk- 


Go-ahead for HK container terminal 


By Louise Lucas in Hong Kong 

Hong Kong yesterday gave 
the go-ahead for work to 
begin on its HKSiObn 
(USSl^bn) port develop- 
ment. ending six years of 
acrimonious bickering and 
fraught negotiations. 

The political and commer- 
cial rows that have dogged 
Container Ter minal 9 (CT9). 
the largest facility in one of 
the world’s busiest ports, 
means that the decision has 
been made at a time when 
trade volumes are falling 
sharply and pressure on tar- 
iffs intensifying. 

However. Hong Kong offi- 
cials refused to let 
short-term trends deflate 
their relief at finally being 
able to sign the land grants 
with the three private com- 
panies which will jointly 
develop CT9. The develop- 


ment should be finished in 
2002. 

■There are many among us 
who thought we would never 
see this day,” said Patrick 
Lau, acting secretary for 
planning, environment and 
lands. 

CT9’s travails began 
shortly after the contract 
was awarded in November 
1992 to three of the four bid- 
ding consortia. The British 
colonial government wanted 
the terminal operational by 
mid-1995. 

Beijing, then sovereign-in- 
waiting, blocked the Inclu- 
sion of Jarctine Matheson, 
c laiming it was a sweetheart 
deal in return for the con- 
glomerate's support for dem- 
ocratic reforms introduced 
by Chris Patten, then gover- 
nor of Hong Kong. 

Like the recently com- 
pleted new airport, the port 
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became mired in Sino-British 
bickering which only 
receded in September 1996, 
wben Jardine Matheson's 
role in the consortium was 
reduced. Port facilities were 
also shuffled, with the Jar- 
dine consortium swapping 


two berths in the CT9 termi- 
nal for two in the existing 
CT8. 

This diplomatic solution, 
however, triggered a round 
of commercial bickering 
over which berths should be 
swapped, given the relative 
merits of the different slots. 
Other disputes concerned 
the level of land premium 
which should be paid to the 
government (as land owner). 

Hong Kong’s port, which 
combines natural geographi- 
cal advantages with efficient 
running, has proved lucra- 
tive for the two companies 
which dominate it Modem 
Terminals (MTL) and HIT, 
the port’s arm of conglomer- 
ate Hutchison Whampoa. 
Analysts estimate net profit 
margins could have been as 
high as 40 to 50 per cent. 

These margins are now 
under pressure from reduced 


tariffs worldwide and the 
growing bar gaining clout of 
shipping lines as they join 
bigger alliances. 

Volumes are also declin- 
ing. Hong Kong's exports 
have fallen sharply and the 
Port Development Board has 
trimmed Its throughput 
growth forecasts to around 1 
per cent or 15m TEU this 
year. 

Hong Kong Is an ideal 
entrepot and the CT& devel- 
opment will enhance Its 
appeal to the bigger con- 
tainer vessels now being 
built. 

Officials yesterday 
stressed the port develop- 
ment was part of a longer 
term view, stretching 10 to 
20 years. But China is mak- 
ing strides with ports such 
as Yantian and Shanghai, 
both of which have partici- 
pation from Hutchison. 


China to 
allow bid 
in local 
currency 

By James Kyt»g» in Saflfcg 


China is to allow foreign 

companies to bid partly in 

renminbi. China's currency, 
to buy a power plant fax the 
south of the country, in 
what is being viewed as a 
test of more accommodative 
policies for foreign- Invest- 
menu bankers said. 

Re nminb i financing is In 
big demand at the moment, 
partly because tha revenue 
from projects ard in ren- 
minbi and partly because or 
widespread concern China 
may. at some stage, be 
forced to devalue fts cur- 
rency. f 

The bidding rules ‘,for the 
JlOOm Laibin A powir plant 
in Guangxi province mark a 
departure as foreiBuefe have 
rarely, if ever, been flowed 
to get significant debtiflnan- 
cing in renminbi for yholly 
foreign-owned projects! Ren- 
minbi financing thas. 
however, become infreas- 
ingly common for joint! ven- 
tures. 1 

Up to 50 per cent oft the 
debt financing for bids! 
be sourced in remnixbi. 
according to an official at 
Guangxi Development fed 
Investment, owner of 
plant, which has two 125N 
coal-fired generators and 
been running since 1990. 

The official said bl< 
should offer 25 per cent 
equity financing and 75 { 
cent in debt for the plan! 
which, it Is hoped, will 
become Chino’s first transJ 
fer-operate-transfer (TOT)] 
project. 

The hope of the Guangxi 
provincial government Is 
that by reducing exchange 
rate risk for bidders, it will 
be able to sell the plant for a 
better price, and settle on a 
new power purchasing 
agreement at cheaper than 
current rates. 

Bankers said the renminbi 
provision for the Guangxi 
plant had been given 
approval as a test case 
by the State Development 
and Planning Commission. 
Beijing’s top planning 
body. 


Taiwan: from regional darling to 
something of a disappointment 

But bank officials stress they see no crisis - just some 
disorder in the financial sector, writes James Harding 



impel 


TAIWAN 


F or most of the last year, 
Thiwan has been cheer- 
fully out of step with the 
rest of Asia's troubled econo- 
mies. 

It boasted the region's 
best-performing interna- 
tional stock market in the 12 
months after the Thai baht 
devalued. Its currency 
rebuffed a speculative 
assault and stabilised. Fore- 
cast 5.1 per cent growth 
promises to make Taiwan 
Asia’s most successful econ- 
omy this year after China. 

In recent weeks, however. 
Taiwan has ' seemed out of 
tune with thd/region for very 
different reasons. Just as 
other Asian markets have 
rebounded and some coun- 
tries have even begun to see 
signs of recovery, a few 
bankruptcies, bounced 
cheques, stock payment 
defaults and evidence of 
financial cronyism have 
started to dent confidence. 

'We have a problem 
emerging: weakness in the 
financial industry," says a 
central bank official in 
Taipei. But, he stresses, the 
problems are modest and 
manageable: “There is not a 
financial crisis In Taiwan. 
There is some financial dis- 
order”. 

In the run-up to last week- 
end’s elections, the authori- 
ties opted for short-term 
measures to allay public con- 
cern. But, with that political 
element out of the equation 
and the ruling party fresh 
from a strong victory at the 
polls, the government will 
have to face up to the flaws 
in the financial sector. 

The febrile mood was high- 
lighted by a T$55bn 
(US$l-7bn) run last month 


on the Taichung Business 
Bank, a middle-ranking 
regional bank promptly 
taken over by a state-run 
company. The health of 
another bank in the central 
city of Taichung has since 
been in question. A local 
finance company has been 
taken over by government- 
linked hanks after failing to 
honour T*700m-wortb of 
cheques. Since then, a string 
.of companies have been 
'bouncing cheques. 

“Credit crunch is at the 


Credit crunch is 
at the root of the 
problem, says 
one analyst 


root of Taiwan's problems," 
explains one western analyst 
in Taipei, pointing to how 
concerns about the Asian 
slowdown and the collapse 
of Taiwanese exports have 
affected the confidence of 
the new, commercial banks. 
“They have gone from 
aggressive lending to defend- 
ing their balance sheets." 

The signals of financial- 
sector weakness have turned 
Taiwan’s stock market from 

regional darling into some- 
thing of a disappointment. 
"Taiwan was a world-beater 
uiltil summer 1998. After 
out-performing the world for 
a year, it’s been crashing rel- 
ative to the rest" said one 
Taiwan analyst, referring to 
the. broadly flat Taipei stock 
market compared with Hong 
Kong’s rebounding Hang 
Seng index. 


So, some ask, has Taiwan 
finally succumbed to the 
Asian ’flu? "It’s not time to 
hit the panic button.” says 
John Ross, head of research 
at HG Asia in Taipei. “The 
system has its flaws, like all 
systems, and when the pres- 
sures are intense, those 
flaws are revealed. But they 
are by no means the size of 
those elsewhere In Asia." 

The macro-economic pic- 
ture underpins such confi- 
dence. Taiwan has negligible 
foreign debt and $88bn of for- 
eign currency reserves. It is 
at a different stage of the 
economic cycle, having dealt 
with a burst asset bubble - 
exactly the recent Asian dis- 
ease of excess lending to the 
property sector - in the late 
1980s. 

Even financial-sector prob- 
lems are localised. Many 
rural credit cooperatives are 
unstable and several new 
regional banks may show 
signs of trouble. But the big 
commercial banks are 
thought sound and have the 
promise of government back- 
ing If trouble occurs. 

Still, even the limited 
financial-sector weaknesses 
raise questions about the 
island’s growth prospects for 
next year, and pose a chal- 
lenge for the ruling Nation- 
alist party government as it 
heads into an important 
political year. 

Taiwan’s financial authori- 
ties have downgraded the 
growth forecast for 1998 for 
the third time this year to 
5.1 per cent, the lowest in 
years. Analysts forecast 
slower growth for 1999. 
Joseph Lam at Credit Suisse 
First Boston in Hong Kong is 
looking to reduce expecta- 


tions of Taiwan's growth 
3.5-4 per cent for next yeai 

But investors are hopi 
the government will tai 
action. The authorities ha 
promised a two-trai 
response: short-term me 
sures to shore up confident 
and a longer-term package 
address structural probler 
in the financial sector. 

The government has s 
up a t8.7bn stock market si 
bilisation fund, to buoy sha 
prices. The central bank hi 
told banks to keep on leu 
ing to easel the cred 
squeeze. On ^Monday, 
announced its third in tore 
rate cut since September. 

As one American bar 
analyst in Tkipei say 
"Taiwan has toe resourci 
to resolve its crifeis, but it 
a question of (when thi 
choose to do it "i One of tl 
tests of that resolve is like 
to be the bankmgfeector. 

■"There is too 

capacity. The government 
needs to go out Wd s 
down the bad 
one analyst. Andther 
will Involve the locte rej, 
tions governing plovlsl 
for bad debts. j 
A third will be toe 8 

taken to improve jupe 
sion of the raiddle-tid* be 
and, importantly, tie 1 
bank financial instiutfa 
But Taipei’s firtin 
authorities are not cfn, 
or ignoring the issues 

Pwannl view, Page *14 


Aid offices set on fire in Bangladesh 


By David Ctezan In Dhaka 

Human rights groups 
yesterday urged the Bangla- 
deshi government to take 
action against Islamic funda- 
mentalists who attacked 
women taking part in a rally 
to commemorate the coun- 
try's independence struggle. 

Police fired rubber bullets 


and tear gas to end the 
clashes, which left 150 
people injured in Braham- 
manbaria. a town east of 
Dhaka, the capital, on Mon- 
day. Unrest continued yes- 
terday when Islamic teach- 
ers and students organised a 
general strike in the town 
and demonstrators set fire to 
the offices of several aid 




organisations. Several more 
were injured. 

The rally on Monday was 
organised by development 
agencies which have lent 
money to millions of poor 
Bangladeshi women to start 
small shops or businesses 
such as poultry breeding and 
weaving. Several thousand 
women who benefited from 


such loans took part. 

Islamic groups said 
objected to women to 
part in celebrations to 
memorate the 1971 vi 
over Pakistan which led 
Bangladeshi Independeu 
But women's groups said 

fundamentalists h 
objected to Moslem 
suing out to work. 
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A lot of things happen at a Hilton. But you probably won't-notice most of them 
Well make sure of that. You won't notice us making your room spotless 
Or organising your meeting. Or just runningAe place so smoothly, that it leaves 
completely free to concentrate on business. And it's the same wherever 
you go. Whether that's; Manhattan island or a dvert island 


Hilton Munich City. 
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Regular guests know that we take food 
very seriously. (So seriously, that a 
» number of our restaurants have won 
awards.) You can enjoy every kind of 
meal from banquets to bar snacks 
And we also offer fine wines and 
champagnes, for when that meeting 
goes especially well. 
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MARKETS RECOVER CHAVEZ EMPHASISES HIS GOVERNMENT WILL HONOUR DEBT OBLIGATIONS AND RESPECT PRIVATE PROPERTY 


Venezuela shares rally as poll fears melt 


By Raymond CoHtt in Caracas 

Venezuelan bond and equity 
prices rallied yesterday as 
Tears over possible Instabil- 
ity following the landslide 
presidential victory of Hugo 
Chiivez began dissipating. 

The Venezuelan stock 
exchange jumped by 12.3 per 
cunt by noon, the largest 
increase by far this year. 
The currency, ibe bolivar. 

appreciated slightly to trade 
at Bs57l to the dollar early 
afternoon. 


“There are positive expec- 
tations that Venezuela could 
find the right path.** Alejan- 
dro Salcedo, the head of the 
Caracas bourse told a local 
television channel. “There is 
a spirit of consensus." 

“The negative scenario 
many had expected did not 
set in," said Santos Erminy 
with the Caracas brokerage 
Activalores. “The market 
had been punished hard and 
is now recovering." 

Genera] Raul Salazar, Mr 
ChSvez's military confidant 


and designated defence min- 
ister yesterday played down 
the possibility of tension 
within the armed forces over 
the Mr Chavez’s failed coup 
attempt in 1992. . 

State governors of the tra- 
ditional AD and Copei par- 
ties, which led the alliance 
against a Chavez victory, 
yesterday indicated their 
willingness to co-operate 
with Mr Chdvez, auguring 
well for political stability, 
they welcomed his “concilia- 
tory tone". Mr Ch&vez faces 


a majority opposition in Con- 
gress. with which he could 
clash over his ambitious 
plans radically to reform the 
constitution. 

“The initial comments by 
Mr Chdvez have had a sur- 
prisingly positive effect on 
both domestic and interna- 
tional investors," said Emilio 
Antelo with the brokerage 
Econoinvest. 

Since his election victory 
on Sunday, Mr Ch&vez has 
emphasised his government 
will honour foreign debt 


obligations, respect private 
property, adhere to fiscal dis- 
cipline. and crack down on 
tax evasion. He also held out 
the possibility of appointing 
a respected technocrat to the 
ministry of fi pannp 
Yet Investors remained 
cautious. “The rally will last 
only as long as the good, 
news continues,” said Mr 
Antelo. The recovery of the 
market would slow as the 
government began strug- 
gling with one of the worst 
economic situations in the 


country's history, suggested 
Mr Erminy. Fears persisted 
over Mr Chavez’s plans to 
tap Into the resources of 
state oil company PDV5A to 
help ' finance social pro- 
grammes and develop non- 
oil economic activities. 

Alt Rodriguez, senator- 
elect and principal oil indus- 
try adviser to Mr Chdvez, 
said at the weekend there 
were iu> plans to sell any US 
assets of - PDVSA. which, 
owns (He largest petrol dis- 
trHraters-foerfc 


Chavez aims to build a 
‘Bolivarian’ trading bloc 


Our International Staff looks at plans of 
Venezuela’s newly elected leader for ties 
with Brazil, Colombia and the Caribbean 


T he legacy of Simon Boli- 
var will help shape 
Venezuela's relations 
with the rest of the region, 
following the electoral vic- 
tory on Sunday of Hugo 
Cluivez, who counts the 
leader of Latin America's 
13th century independence 
struggle as one of his main 
intellectual influences. 

Mr Chavez's priority will 
to be promote sub-regional 
integration, based especially 
on closer ties with Colombia. 
Brazil and the Caribbean . 
and designed to counterbal- 
ance the power of the North 
American Free Trade Associ- 
ation fNaftal linking the US. 
Canada and Mexico and 
other regional trading 
blocks. 

“I deeply believe in the 
Bolivarian idea of forming a 
pole of power, of force in this 
part of the world.” said the 
president-elect on Sunday. 
"Our number one priority is 
pan-American integration," 
says retired General Alberto 
Muller, who is a possible 
candidate for the job of for- 
eign minister. 

The emphasis of policy 
would be on three geo- 
graphic “fronts": the Andean 
region (Colombia and Ecua- 
dor), the Amazon (princi- 
pally Brazil) and the Carib- 


bean, said Mr Muller. Initial 
regional responses to Mr 
Chavez’s victory were posi- 
tive with Brazil's Fernando 
Henrique Cardoso, Colom- 
bia's Andres Pastrana, and 
Cuba’s Fidel Castro among 
heads of state offering con- 
gratulations. 

Mr Ch&vez is expected to 
make his first foreign visit to 
Brazil early next year. He 
said , he would continue the 
integration efforts of the cur- 
rent president. Rafael Cal- 
dera, with Brazil Both coun- 
tries have deepened trade, 
energy, and communications 
links in recent years, replac- 
ing decades of protectionism 
and isolation. 

Venezuela last year 
exported nearly SI bn of 
crude oil to Brazil and 
replaced Saudi Arabia as the 
number two oil supplier, 
after Argentina. Mr ChAveZ 
has emphasised bis desire to 
forge closer links between 
Venezuela and Mercosur, the 
south American trade group- 
ing of which Brazil is a lead- 
ing member. 

Colombia's welcome was 
tempered by concern in busi- 
ness circles that the election 
result could make a Ven- 
ezuelan devaluation more 
likely. That in turn could 
increase the size of Colom- 


bia' trade deficit with Vene- 
zuela, which Is one of the 
country’s biggest trading 
partners. 

Mr Chdvez's election vic- 
tory clearly cheered Cuba's 
President Fidel -Castro. In a 
congratulatory message, Mr 
Castro hailed Mr Chdvez’s 
“epic" election campaign, 
which he said coincided with 
a “crucial moment in the 
history of our America”. 

But the veteran Cuban 
leader knows that an exces- 
sively effusive and enthusi- 
astic endorsement from 
Havana could prove more of 
a hfatfranBa than a help tQ 

the new Venezuelan presi- 
dent who has denied opposi- 
tion accusations that hie was 
seeking to install a Cuban- 
style regime in Venezuela. 

Nevertheless Cubans and 
Venezuelans clearly remem- 
ber foe red carpet welcome 
worthy of a head of state, 
given by Mr. Castro to Mr 
Chavez when he visited 
Havana in 1994. 

By contrast, the Bolivarian 
emphasis may complicate 
relations with the US, Vene- 
zuela’s biggest trading part- 
ner. Mr Ch&vez has been 
denied a visa to enter the US 
because of his role in an 
unsuccessful coup attempt 
in 1992. 

Even here, though, initial 
signs have been positive. On 
Monday the US government 
said it looked forward to 
working with Mr Ch&vez and 



Shaping international ties: Hugo Chivez wfth former US pnwfetont Jimmy Carter attar the election win 


said it trusted that be would 
respect Venezuela's constitu- 
tion. “We congratulate Mr 
Chdvez on his impressive 
victory," said White House 
spokesman, Joe Lockhart. 

A State Department official 
pointed out that in 1994 
Venezuela’s current govern- 
ment had pardoned Mr 
Chavez for his involvement 
In the coup, and said beads 
of state normally got diplo- 
matic visas. 

“I think that the US recog- 
nise this is a figure who has 
to be dealt with." said Mich- 
ael Shifter, senior fellow at 
Inter-American Dialogue, the 
Washington-based think- 
tank. "The US will try to 
engage him in a productive . 
way.” 


There were hints yester- 
day that Mr Chiivez mi ght 
use his trip to Brazil to help 
smooth relations mtb the 
US. Over the last few years, 
Brazil has played a similar 
mediation role between the 
US and some of its South 
American neighbours, nota- 
bly with Colombia and with 
President Caldera. 

Meanwhile. Mexico - 
which alongside Venezuela 
is one of Latin America's 
two largest oil producers - is 
optimistic that Mr Chavez 
would strengthen Venezue- 
la's resolve to stick to oil 
export targets. This week. 
Luis Tdllez, the energy min- 
ister. said Caracas’s failure 
to achieve promised export 
cuts had helped to depress 


global ■ oil., prices. 

The government was 
awaiting the announcement 
of a new energy: minister. 
and as soon as It happened. 
Mr Tfflez would “Jump. on a 
plane and go to talk to hfrn 
or her," a government of fi 
dal said. Mexican energy 
officials had informal con- 
tacts with people close to Mr 
Chdvez at the recent Opec 
meeting that Mexico had 
attended as observer. “We 
started a pretty good work- 
ing relationship," he said. 
Reports by Richard Lapper 
and Raymond Coiitt in Car- 
acas. Pascal Fletcher in 
Havana, Geoff Dyer in SOo 
Paulo. Henry Tricks in 
Mexico City and Adam 
Thomson m Bogota. 
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’49ers of the 
high-tech age 


Immigrants' role in 
developing the 
computer industry in 
California is often 
understated, writes 
Roger Taylor 

W hen Tobias TOraqvist 
was putting together 
his software business, 

the 26 -year-old' entrepreneur 
bad to decide whether to 
base the company in his 
native Sweden or distant 
California. 

Although there was uo 
shortage of skilled employ- 
ees in Stockholm for a com- 
pany specialising in develop- 
ing Internet software and 
services, the attractions of 
setting up Alapi Inc in the 
US proved overwhelming. 

“Here we are right in the 
middle of it, picking up all 
the influences,” says Mr 
Ttirnqvist, who has been in 
San Francisco since August. 

The level to which immi- 
gration is responsible for the 
success of Silicon Valley is 
sometimes under-appreci- 
ated. The region is often 
held up as the paradigm of 
US entrepreneurial drive 
but. although the US pro- 
vides the framework, the 
ideas and the talent come 
from around the world. 

In California Mr Tdmqyist 
is close to potential custom- 
ers and partners. Although 
he is not yet looking for 
backers - the company is 
supported by Icon MediaLab 
International of Sweden he 
says that when the time 
comes the valley will offer 
more, venture capital and 
better channels of access 
than anywhere else. 

Organisations such as the 
Software Developers' Forum 
and the MIT/Stanford Ven- 
ture Lab hold regular show- 
case events far start up com- 
panies to demonstrate their 
Ideas to venture capitalists, 
who are already extremely 
well informed. 

But the Issue of immigra- 
tion has pitted the high-tech 
industry against the govern- 
ment. This year it won a bat- 
tle with Congress to get an 
additional 50,000 visas to 
employ people from abroad 
In 1999 and 2000 . 


Michael Moritz, one of Sili- 
con Valley's leading venture 
capitalists, has strong views 
on the subject: “A hallmark 
of success in a company is to 
have an immigrant or first 
generation American on the 
board. The last thing you 
want is a couple of lads from 
Palo Alto, California, setting 
up a company. It would be 
too narrow a founding con- 
stituency-” 

He has backed. Ins words 
with action. His company. 
Sequoia Capital, which 
financed many of Silicon 
Valley’s most successful 
companies, such as Yahoo! 
and Cisco, has set up an 
investment fund which 
raises capital from the area’s 
immigrant communities - 
he mentions French. Rus- 
sian, Chinese and Indian - 
and reinvests in start-up 
companies that come out of 
these communities. 

Michael Rose is a vice- 
president at Silicon Valley 
Bank, which has been 
closely linked to many of the 
most successful businesses 
in the area. He says about 
half the new businesses com- 
ing to him for funding have 
been set up by immigrants. 

Larry Ellison, chief execu- 
tive of Oracle, argues that 
Congress needs to do much 
more. He has long objected 
to the practice whereby com- 
panies can get visas to bring 
employees into the US for 
training, but are then not 
allowed to keep them on in 
permanent jobs. 

Visa requirements have 
put limits on the number of 
employees that can enter the 
country, hut there are far 
fewer constraints on entre- 
preneurs. indeed, for many 
European start-up high-tech 
companies an important step 
to take early on is to relo- 
cate to California, or at least 
to set up a California office. 

Those in Silicon Valley 
like it that way. As long as 
people Like Mr Tfimqvist 
keep -coming, they do not 
need to spend time wonder, 
lng what is happening on 
the other ride of the world. 
But for European countries 
that want to encourage their 
high-tech industries, it is an 
ever - harder challenge to 
keep entrepreneurs at home. 


news dtgest _ ... 

LAW L ORD LINKED TO AMNESTY 

Pinochet lawyers may 

petition House of Lords 

Lawyers actina for Augusto Pinochet are considering 

KGftoum w 

made judgment removing the This 

immunity from prosecution, sndl hoM afresh heajSk 
follows the revelation that one oftoe Meta* lordswho 
h*»niri the lord Justice Hoffman, failed to declare nis 
connections with Amnesty International, the human nghts 
group, before the hearing last month. 

It has emerged since the hearing that 
who was one of three judges who 
p^ochet, acted, as ah unpaid director of Amnesty interna 

Gen^Pinochet’s lawyers have already complained to 
Jack Straw, the home secretay. about fail 

ure to reveal the connection. Mr Straw is due on Frtjay t0 
give his decision whether to approve Gen Wnoctiet s 
extradition to Spain to face charges of genocide and tor- 
ture, H Mr straw ruled in favour of theSpanish 
ment, Gen Pinochet's lawyers 

of Lords for the case to be reheard before different law 
lords. John Mason, London 

US MANUFACTURING 

Revenues expected to rise 

US manufacturing revenues are expected to increase 5^2 
per cent in 1999. compared with a / per cent rise reported 
for this year, according to purchasing executives surveyed 
for the National Association of Purchasing Management s 
semiannual economic forecast. Nearly 70 per cent of 
respondents said they expected revenues to rise ! next 
year. Manufacturing production capacity is expected to - 
increase 4.3 per cent in the year, after a 3.3 per cent gain 
in 1998, the survey found. 

Fifty-five per cent of those surveyed expect their pro- 
duction capacity to increase in 1999, while 5 per cent 
expect decreases. “Non-manufacturing purchasing execu- 
tives report a moderate level of optimism tor the coming 
year, with 37.7 per cent of them expecting business for 
the first half of 1999 to be better than the second half of 
1998.” said Ralph Kauffman, who chairs the NAPM non- 
manufacturing business survey committee. 

Overall NAPM reported 68 per cent of survey respon- 
dent predicted ‘somewhat stronger" revenue growth in 
. 1999. Capital Spending by non-manufacturing businesses - 
rose 21.6 percents 1998 against 1997. but NAPM mem- 
bets predicted 1998's sharp rise would not be lepeated 
and that spending would shrink by 7.1 per cent next year. 
The purchasing executives reported operating at 855 per 
cent of normal capacity this month, down from 86.4 per 
cent a year earlier. Reuters, Washington 

SAN FRANCISCO 


Power cut hits peninsula 

San Francfscd was. thrown into confusion yesterday morn- 
ing by a power blackout which hatted trading on the 
Pacific Stock Exchange. At 8.17am the lights went ouf 
across much of the heavily populated San Francisco pan- 
. insula. Pacific Gas and Electricity, the local utility, traced 
the problem to a substation in San Mateo. 20 miles south 
of the city. 

“ It affected towns as far south as Palo Alto and hit many 
of the high-tech companies located in the area. Early esti- 
: mates ware that it would take several hours to restore 
tfxwerto.the region. 

Companies affected Included Bank of America, based in 
San Francisco, which reported that its network of ATM 
cash dispensers was down, and Oracle, the software com- 
pany in Redwood Shores, which had problems with its 
computer system. 

Roger Taylor and Louise Kehoe, San Francisco 


FOREIGN STUDENTS 

US sees big rise in numbers 

The number of foreign students coming to US universitiei 
rose sharply last year, due largely to a huge increase in 
applications from south-east Asian countries shortly beta 
a series of currency devaluations hit the region. But the 
crisis appears to have forced a significant number of thes 
students to abandon their studies early. 

According to the annual survey by. the New -York-based 
Institute of International Education, the total number of ft) 
eign students In the US rose 5.1 per cent to 481 £80 for 
the 1997-98 academic year. This was its greatest rise 
since 1990-91, and followed several years when the totej 
number of students was static. 

Growth was concentrated in countries which suffered** 
severe economic downturns in late 1997. The fastest 
Increase came from South Korea with the number of Kor 
ean students growing 15.5 per cent year-on-year to ■ 

® rtae ^ 11 -9 Pw cent in students fron 
Thailand to 15,090. Enrolment of Chinese students grew.'. 
105 per cent to 46.958. Japan remained the single big- 
gest customer, with 47,073 enrolled students 
John Authers, New York 

COMmOLLER OF CURRENCY 

Hawke appointed temporarily 

John < D n HawlS ,i * 0,1 a tem P° rar V basis 
John d. Hawke, a Treasury official, as comptroller of the 

for re 9 uiat|n 9 nfaSTSM 

bante-The White House announced the one-vear “recess 
L M nh^S T' hOSe Senate confirmation ta 
2tKJ5^ ****** f ° r months h* some Demo- • 

has been undersecretary for domes 
tr ® asur V s ' nce June 1995, must still wto 
Senate approval next year in order to get a permanent 

in 

PANAMA MOTHERS 

Protests over holiday switch 

^^,^XTaS beCam<:<he 

has become entwined with r?V n * >anania °n December-! 
valisation of the stete 0Ver lhe f" 3 ™’ 0 ' 1 pri ' 

their mothers, in defiance of 10 spend the dav wfth 
holidays should SSS£i 25* *** ‘ 

day. The idea In switching the 135? T lhe neHre * Mm 
mote internal tourism wS "X 10 ** 

More action was planned for woetends * 

student groups camraiqninnX^ y ** Uade “tons and 

SPPOStt^ tl^KaTfoS 1 th f water S0H -° ff ' 

fffs. James Wilson, Panamac^ ° n fearS ° ( 
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COMMERCE BLAIR URGES INVESTMENT D ES PITE CONCERN OVER HUMAN RIGHTS RECORD ■ - 

China trade prospects ‘limitless’ 



By George Parker, 

PsBticaJ Cnrapandem 

Tony Blair, the prime 
minister, told business lead- 
ers yesterday that prospects 
for British trade with China 
were “Umitless". despite his 
concent about the country’s 
human rights record. 

He praised the Chinese 
government for ending an 
era of “politically inspired 

deals " and encouraged UK 

c om p a nies to Invest in the 

country. 

“Britain is a friend to 
China, but not an uncritical 
one," Mr Blair told the 
n h ina-Brttoln business coun- 
cil conference in London. 


After the successful hand- 
over of Hong Kong to China 
from a British colonial 
administration, “we can now 
build a new relationship 
unhindered by the legacy of 
history”. 

The prime minister went 
on: “As a friend, we need to 
make our views deer where 
necessary, for example on 
the sfttyect of human rights 
and personal freedom in 
China. Bat ft is earner and 
more productive to say these 
things in the context of a 
wanner and wider relation- 
ship.” 

Mr Blair said his recent 
trip to China had helped 
cement bis “personal rela- 


tionship" with Jiang Zemin. 
. the president, and Zbu 
Rongji, the prime minis ter. 

“I believe China is ripe for 
British investment," Mr 
Blair declared in an upbeat 
speech. “The government 
will do what it can to help 
British companies compete 
in Chinese markets.” 

He said British exports 
could improve to China, 
since Britain was still out- 
performed in some ways by 

European competitors. 

Mr Blair praised China for 
working with Britain over 
the international financial 
crisis. “China has played an 
enormous part in stabilising 
the aftermath of the. crisis hy 


responsible financial man - 
agement,” be said. :. 

The prime minister made 
no reference to recent com- 
ments from Clare Short, the 
chief miniatar for interna- 
tional development in his 
government, who said she 
did not consider ft ha job to 
promote British exports to 
China. 

A number of conference 
delegates criticised Ms 
Short's comments. She said 
on a trip to rihma that she 
would not confuse questions 
of aid with trade promotion. 

“Am I supposed to say. 
after rve talked to the minis- 
ter of education about 
improving the education of 


the’ poorest people to Chins, 
‘would, you like to boy a sec- 
ond-hand car?™ she asked on 
Monday. 

Derek Johnson, chairman 
and managing director of 
Johnson Stevens Agencies, 
the shipping group, said his 
mmpany had si gned a joint 
venture agreement with Giri- 
na’s second-biggest shipping 
group. 

. He said the five-year deal 
was a result of his own 
efforts. “But I think it Is a 
great idea that ministers go 
out there to promote trade. 
China is a sleeping giant. 
Everybody has to promote 
trade. Irrespective of what 
their job is." 


ya 

corpses 
‘identified 
as western 
hostages’ 

By Christopher Price h London 

Pour telecommunication 
irartesftom the west, kid- 
napped two inearths ago to 
Chechnya, were reported 
dead yesterday after the efts- : 

covery of four severed heads : 

near a remote village to the i 


Options over rail network recede into the distance 


New regulator may be transport minister’s 
best chance of solving privatised system’s 
problems, Charles Batchelor writes 


T he crusade being led by 
John Prescott, deputy 
prime minister and chief 
transport minister, to 
improve the performance of 
Britain’s privatised rail 
companies enjoys wide- 
spread popular support. 

However, the complexity 
of the railway, Mr Prescott’s 
failure to win early parlia- 
mentary time Cor legislation 
and the intractable nature of 
the problems have meant 
that little has been achieved 
so far. Penalties for bad 
timekeeping have been 
denounced as derisory. 

A summit meeting called 
by the government last 
month with the train compa- 
nies produced a promise of 
500 new rail cars to the com- 
ing year. 

The rail companies say the 
prospect of the meeting did 
force them to focus on the 
main issues but they were 
already attempting to deal 
with driver shortages while 
the new cars have been on 
order for some time. 

The problem for the gov- 
ernment is that, after 18 
months in office, it will soon 
be expected to deliver 
improvements. Blaming the 
previous government far the 


way it privatised the railway 
will no longer serve as an 
excuse The problems facing 
Mr Prescott are: 

• Making good the neglect 
of several decades on the 
railway takes time. He first 
stage of the £2.1bn ($3.48bn) 
project to modernise the 
west coast main line 
between London and Scot- 
land will take until 2002 
while the second stage win 
not be complete until 2005. 

• Without new legislation, 
changing the railway struc- 
ture put to place by the last 
government is Hifflcnit. Even 
with legislation, overturning 
the commercial contracts 
which underpin the 7-15 year 
franchises and the interlock- 
ing deals with Railtrack and 
the rolling stock leasing 
companies is untMnfcaWp 
Railtrack is the privatised 
owner of the national rail 
infrastructure excluding that 
of the London Underground. 

• Extra cash will be needed 
to expand railway capacity, 
but there is no sign that it 
will be given. The structure 
put to place on privatisation 
took little account of the 
recent sharp increase in pas- 
senger numbers. 

Despite these difficulties. 


Train operators and Iheir targets 

Paymauti/peimftwn to operators 
6 numbs batons to Sept ifl 1998 (E 000 ) 
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Mr Prescott does have some 
useful powers though they 
will have little impact in the 
short-term. 

He can renegotiate the 
train franchises before they 
come up for renewal to 


secure more investment in 
t rains and station improve- 
ments f rom the train opera- 
tors. He can also make fran- 
chise renewal dependent on 
the companies providing a 
good service. 


But his rnain lever is t he 
strategic rail authority. Mr 
Prescott is currently recruit- 
ing a new rail regulator and 
a chairman and a riMnf exec- 
utive for the strategic rail 
authority. 

The authority, either in 
“shadow" form or as the real 
thing , depending on whether 
legislative Htna can be 
found, is to coordinate and 
supervise the rail industry 
as well as “foster a ntfmate 
that encourages private 
i nvestment to the railway”. 

The choice of these indi- 
. viduals will be crucial to the 
f u t u re direction of the rail- 
way. One view to the «fl 
industry Is that a rising gov- 
ernment official will be cho- 
sen as ***riwf executive of tin* 
authority while the chair- 
man will have a mare pahti- 
calnfle. 

The challenge for the gov- 
ernment will be to achieving 
a balance between greater 
control and allowing the pri- 
vate sector freedom. 

“We are at tiie parting of 
the ways," says Stephen 
Gfeuster, professor of trans- 
port and infrastructure at 
Imperial College, London. 
“The alternatives for the 
government through the 
authority are either further 
to refine the incentives and 
use them to achieve policy 
objectives, or to revert to 
command and c on tro l." 


to cut envoys’ 
$194m extras 


< 






By Andrew Pariwr, 

Pofffica! Correspondent 

Robin ’ Cook, foreign 
secretary, has successfully 
fought off an attempt by the 
Treasury to cut back the 
“perks" (allowances for 
entertaining, hardship, costs 
of schooling said so on) avail- 
able to UK diplomats serving 
outside the UK, 

But he will restructure 
them as part of his drive to 
“modernise" rthe Foreign 
Office. The allowances are 
Intended to ensjnre diplomats 
overseas enjoy ja comparable 
standard of tiring to London. 

Gordon Brown, chancellor 
of the exchequer, had been 
seeking a big cut in the 
perks, worth an estimated 
i £117m (2194m),. after a UK 
i Treasury official working to 
the US claimed diplomats 
enjoyed a lavish lifestyle. 

The rationalisation of ' the 
allowances, which takes 
effect from next April, is 
causing controversy. Inside 
the diplomatic service 
because staff to developing 
countries will see an 


increase to their perks, while 
those to western Europe, the 
US and Japan are to lose 
out .• • 

to line with a review com- 
missioned from Sir Derek 
Hornby, former of < 

London & Continental Rail- j 
ways, Mr Cook has agreed ' 
that, for the first time, diplo- 
mats will receive compensa- 
tion to recognition of the 
fact that their spouses can 
rarely find work to other 
countries which pays as well 
as employment to the UK 
Another allowance will for' 
tiie first .time give the UK’s 
2JJ50. diplomats overseas free 
air faxes home as part of 
their annual leave. An edu- 
cational allowance which 
covers the cost of diplomats 
sending their chfidren to UK 
boarding schools is to be 
Increased by £209 per term. 

The co mpe ns at ion relating 
to spouses will be available 
only to wives and husbands 
who have accompanied dip- 
lomats abroad for more than 
tinea years. 

A taker date, Page 20 


for cell research 1 







sfrbcna* 

39 

B6 




t y m leon ] «uni»i.a 


By C8w Cookson, 

Science Editor • 

The government should 
allow human cloning for 
medical research but not to 
produce babies its advisers 
said yesterday. They pro; 
dieted . that experiments 
could begin within a year of 
the a p propriate regulations 
being passed. 

In a joint report, the 
Human Genetics Advisory 
Commission and tiie Human 
Fertilisation and Embryol- 
ogy Authority advised the 
government to change the 
rules, so the British scien- 
tists could create cloned 
cells to “treat diseased on 
damaged tissues car organs.” 
Such research es now barred. 

Ultimately, the “therapeu- 
tic cloning” technology 
could lead to spare body 
parts for transplant surgery, 


which would be genetically 
Identical to the patient and 
there for e not be rejected by 
the hn nrn ng sys tem 

- Most scientists with the 
expertise and equipment to 
do such research are in the 
DS, where the experiments 
would be permitted so long 
as they were not funded by 
the federal government - 

The moat likely UK pio- 
neer is Austin Smfth, direc- 
tor of Edinburgh Universi- 
ty's Centre for Genome 
Bflgearc fa, 

Sit Colin Campbell, the 
cannoissfoa'ft chairman wairf I 
the technology “might be 1 
helpful with research into - 
and eventually treatment of 

- serious conditions such as 
Parkinson's, Huntingdon’s, 
Alzheimer's .and various 
types of cancer." 

EdHorial Comraeat, Page 15 




Chechen President Aslan 
Ifaskhadov- said is Grozny 
tint tiie bodies of four men 
■had. been recovered. 

The find was .followed, by 
rfrtftng that the foUT TT 1 ”! — 
three from Britain and one 
from Mew Zealand - had 
been killed by their captors 
following a failed rescue . 
attempt by Chechen forces. , 
The UK Foreign Office said 
ft was ^aftnoet certain” that: 
the bocHes were those of the 

frrnr kM wfl pfliari men 

Three of tiie men - Darren 
Hickey, 27, Rusolf Petschi, 42 
and Skim Shaw, 58 (a New 
Zealand citizen) employed by 
Granger Telecom, a UK tele- 
coms equipment supplier 
specialising insalee.to devel- 
oping countries. The fourth 
mam Pater Kennedy, was an 
independent consultant 

Ray Verth, Granger Tele- 
com’s ohirf executive, «*Mr 
"We were especially shocked 
by this horrific hews:.. We 
bad opened a dialogue with 
the kidnappers and received 

mu f t i i n aH rm that tho hos- 
tages woe alive as recently 
as last week.' 

• “We understand from 
Tn«fla r eport s today that toe 
Chechen authorities may 
have mounted a rescue 
attempt last night It would 
appear that something went 
tragically wrong:" : 

The- company later 

It* qtgrfedfl p to Upfirt 

the men to Chechnya. “We 
were aware of . the risks 
before we went there. The 
people oat there had been 
there previously and took 
what at toe time were 
deemfed to be appropriate 
security measures to try to 
ensure their security, includ- 
ing the provision of 24-hour 
armed guards.” ' 


NEWS DIGEST ... 

NORTHERN IRELAND - — 

Governments resume 
talks to break deadlock 

, The government 

ye***vW 

the Irish border in an effort to breaktne qeau^ 
implementation of the peaceagreemenn^ agree- 

BertfeAfiem, P*ne wre- 

toentwas needed by ssSanned. Tate 

toned to the new assembly by Febfuary»p«« . 

Soke down last week after dbagreoiient over mt*"* 
theimplementation bodies*^® < ^^ open 
Son between Northern Inland and w 

Bui Mr Ahem said: -We still feeltfweteoPP^^ 

. dSTbectuse we are right ffrto ihe Cbnstrr^ponod.^ 

Bto InLondbn after 
Taytor, the Ulster Unionist deputy 

dance that the parties w«e *NMthln ^ a^toaffre«nem 

over the cross-border bodies SLbto 

power-stoning executive. John Murray Brown, DubBn 

NEWSPAPER PUBLISHING 

Free daily set for launch 

Associated Newspapere is set to launch a 
which will be given away free on the ^ndon Urwtorg roxid 
raB network. The. company publishes the pally Mafcthe 
second largest selling dafly in the UK, and the Evening 
Standard. London’s sole evening paper. 

Associated has been working on the PW** tt 

plans to invest about £8m ($ 13.3m) In the title. which wfll 
print news^ Ratings and features every weekday momjng- “ 
could compete directly with some national newspapers in 
London. A ntahber of titles have seen sales fafl because of 
a price war-started by Rupert Murdoch s News Corpora- 
tion, owner of The Times and The Sun, In 1993. 

The new publication, which is expected to launch withm 
about sbe months, is meddled on Metro, a free daily pub- 
lished by Modem Times Group, a leading Scanmnavtoi 

media company, in Stockholm. Gothenburg. Budapest and 
Prague. Cathy Newman, London 

JAPAN-US J0INTVENTURE 

Project offered grant aid 

Nsstech Europe, a joint venture by NSK of Japan and US- 
owned T or r t ngton, is to create 152 Jobs In a new manufac- 
turing unit in north-east Bigland producing electronic 
power steering columns. 

. . The project has been offered a £600,000 ($995,000) 
regional se lective assistance grant Peter Pluse. Nastech’s 
electronic power steering project director, said Eastern 
Europe offered much lower manufacturing costs, but the 
assistance grant had substantially offset Bigland’s 
disadvantage. Chris Tlghe, Newcastle upon Tyne 


DISCOUNTED CAR DEALS 
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‘Name and shame’ call by MP 

Carmakers and Iheir big corporate customers must be 
“named and shamed” into halting deeply-discounted fleet 
car deals; which are being subsidised “unacceptably” by 
private buyers, Martin O’Neill, chairman of the House of 
Commons trade and Industry committee, said yesterday as 
it published an investigation into UK car prices. 

Describing price differentials between the UK and other 
EU countries as “far beyond those formally regarded by 
the EU as acceptable”, the report cited one of the main 
culprits as the block exemption from EU competition rules 
which allows new cars to be sold only through exclusively 
franchised dealers throughout Europe. 

• Proposals for road tolling and workplace parking 
charges were announced yesterday by John Prescott, 
deputy prime minister and chief transport minister. He 
hopes to win time for legislation in the next parliamentary 
session. John Griffiths, London 
Lax Page 23 


SAATCHI AUCTION 

Young artists reach $2.7m 

The Young British Artiste march on. Rumours that the mar- 
ket was becoming bored with Damien Hirers dissected 
preserved in formaldehyde and Rachel Whiteread’s 
caste of kitchen sinks, were convincingly dispelled at 

yesterday when 128 works from the 
aweetton of Charles Saatchi exceeded all expectations 
and sold for £1 ,6m ($2.7m). 

Mr Saatchi, far and away the UK’s leading buyer of con- 
temporray art, was selling the works, a small part of his 

°5 iects> to to* bursaries for sto- 
dents at hi s favourite London art schools, Indudino the 

5gf ^dsmiths: Top price was the 

by Hirst each containing 

^siraktkig toe^xtod organs of two cows. “Grosse 
Bke aluminium figures moulded by 
SdTjtte, made toe same sum, a record- for this 
German artist Antony Thomcroft, London 

LONDON RE DEVELOPMENT 

‘Arts campus’ on river planned 

c T tre - UK’s leading cultural 
^Tiptex, s to be redeveloped again. Earlier this year an 
“beme. designed by StiM St 
Loro (Richard) Rogers, to cover the existing buildings with 

rshlSS '0? Ve V ^l^ ,d0ned when ^ Afc CounSl 
p "S? e ^? Bquate National Lottery fSSng. 

EKtott Bemerd, new chairmaiof the cemre 
awomosd another complete overhaul: he wsms ^L 
to become an “arte campus” along the river Thames from 

^ u**™* yhBBb *‘ Concr « e addiSre^r 
«» Queen BbSi He? 

SS^S5S.a gM« 

CONTRACTS & TENDERS 


We can improve profitability of 
financial institutions. 

Any brokerage house trading in futures 
market and banks may contact our 
consultant on: 

London Fax # 0181-861-4943 
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OPERA IN COLOGNE REVIVAL OF BRAUNFELS’S ‘DIE VQGa^ 


r \:. 

■ ‘■-h 

■ v y-i 

■ ::: • ft 


: ’"K ,'V( 



y. 


.. 

.'Mu 'l 

-Si 

,;v 

, .. ,, *>r ' 

>'> 

• ! Vj v/ 

‘ j.I 5 i. 

SI 

• ’u. v 


an idealist work 

Evaluating the music of so-called ! ‘degenerate’ composers is not 
helped by productions as feeble as this, writes Andrew Clark 
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Before the Nazis came to 
power, they asked Walter 
Braunfels to compose' an 
anthem for them. He 
refused, in 1933 they got. 
their own back. His music 
was branded. “degenerate", 
oh the grounds that he was 
half -Jewish. Along with 
countless others, he- found 
himself kicked off the ladder 
of musical history. 

'Now he has once more 
found a foothold. The revival 
of Braunfels’s Die VOgel (The 
Birds) at the Cologne Opera 
House is the latest step in 
Germany’s attempt to come 
to terms with "Entartete 
Kunst” (degenerate art). 
With Dacca's recent record- 
ing to whet the appetite. Die 
VSgel promised to be one of 
the discoveries of the season. 
But the Cologne production 
was undercast and poorly 
staged. As a theatrical expe- 
rience, Braunfels’s opera 
fared worse than many fee- 
bler works that have lately 
been revived in Germany. 

Which only serves to com- . 
plicate the process of evalua- 
tion. Are we putting “degen- 
erate art" on a pedestal 
simply because its creators 
suffered unfairly at the 
hands of the Nazis? Don't 


experiences like the Cologne 
Die VSgel confirm a gmwHng 
suspicion that most of these 
composers were second-rate? 

Th e important thing .is to 
give them the bearing they 
were denied in their lifetime. 


This should be a 
fascinating opera, 
with a fairytale 
plot masking a . 
deeper allegory 
and a beautiful 
(ate-Romaritic 
score 


Only then ran we judge an^ 
move on. All the evidence 
suggests that Die VSgel is a 
fascinating opera, with a 
fairy-tale plot masking a 
deeper allegory, and a late 
Romantic score that is often 
inexpressibly beautiful But 
a production as weak as 
Cologne’s does the work no 
favours. This revival was' a 
missed opportunity. * 
Braunfels (1882-1954) 


trained in Munich, where 
Die VSgel was premiered 
under Bruno Walter in 1920. 

A year later, Kfemperer con- 
ducted it in Cologne. The 
opera was a hit Then came 
the Nazis and war. Braunfels, 
survived, but his reputation . 
did not Postwar Germany' 
was not interested in music 
which had its roots in Glass lr 

riffn an d PwnnnHdftm 

Die VSgei is loosely based 
on Aristophanes. Two 
world-weary humane, .Loyal 
Friend and Good Hope, 
stumble upon a paradise of 
birds, whem they persuade 
to build a fortress between 
heaven and earth. But they 
underestimate the power of 
the gods, who destroy the 
fortress. Loyal Friend goes 
home none the wiser, but 
Good Hope is transformed by 
the Nightingale’s song into a 
metre sensitive being. 

Yon can interpret this as 
an anti-war opera, an envi- 
ronmentalist fableor a Sur- 
real dream - the path 
attempted by the Cologne 
producer, David Mouchtar- 
S amoral. Whichever way 
you look at it the birds rep- 
resent the world of the imag- 
ination, the repository of 
man’s noblest ideals. It can 



13 


THE ARTS 



A missed opportunity - only portly rodaenwd by hide Martinez, ecstatic ml otiwtr-worfcfly as the UghUngdo 


inspire or be perverted. 

BratmfeJs treats his sub- 
ject intelligently, with none 
of the long-windedness of 
Wagner, Strauss or Pfitzner. 
He provides moments of 
comedy, but also roam far 
thought. Thanks to the dia- 
tonic lyricism of the music, 
the story never loses- its 
innocence. There's a knock- 
out theme in the third bar, 
an aviary of sound in the 


Act l chorus, a looming 
grandeur in Acts 2 and 3. 
The orchestration is light, 
the idiom radiantly poetic. 
The crux of the piece is a 
love duet of rapturous sim- 
plicity, dominated by the 
Nightingale's wordless vocal- 
ise. 

In Cologne, Iride Martinez 
sang it . with all the ecstatic 
other-worldliness the part 
demands. Around her was a 


cast of modest Stadttheater 
proportions, guided by a con- 
ductor, Bruno Well, who 
understood the music’s mer- 
curial structure but foiled to 
elicit the requisite gleam in 
the strings. We know from 
the recording that Die VSgel 
can sound better titan this: 
and with the right kind of 
poetic distancing, the piece 
is surely stageworthy. 

But the visual Imagery of 


Mouchtar-Samorai's produc- 
tion was as feeble as his Per- 
son enregie. Heinz Hauser's 
decor for the first two acts, 
apparently inspired by 
Magritte, looked cheap and 
shapeless; Anna Etermann’s 
costumes were neither 
human nor convincingly 
bird-like. No one on stage 
seemed to know what they 
were doing. Act 3 was more 
coherent. Set in a Jungle of 


skyscrapers, it portrayed the 
birds as caged Men in Suits, 
defenceless in the face of a 
nuclear holocaust. 

Braunfels's musical lan- 
guage may have been back- 
ward-looking, but his theme 
was eerily prophetic, and the 
Cologne production unwit- 
tingly summed it up: the 
pursuit of ideals is in man's 
nature, hut realising them is 
fraught with problems . 


• au hjs- 
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dance Birmingh am roya l ballet ; -. 

?*' ‘Nutcracker 5 reaches 
i y the perfect audience 
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It was like the chatter of a 
million starlings; twittering, 
rustling, at Friday's matinee at 
the Birmingham Hippodrome. A 
thousand and more- primary 
school children - average age 
about seven, Td venture - were 
filing into the auditorium for 
The Nutcracker. Very bright-eyed, 
gazing at the front- cloth, one 
young buck with opera glasses 
at the ready to scan the dancing 
gels' pins, gaily dressed; 
admirably well-mannered, and 
very, very ; excited. Their : 
teachers shepherded them, gave 
oat sweets and the odd bit of 
advice (“Tnnofoy, go and sit next 
to Chelsea, but don’t talk . to 
her**)* • f ’ - • 

Here was an. ideal amtieneg. 
Over 1 the past weeks, Birming- 
ham’s education authorities have 
linked with Birmingham's Royal 
Ballet in a teacher and pupil 
exercise. Nuts and Bolts, which 
has introduced these youngsters 
to the ballet and encouraged * 
them to create and think about - 
the arts, and has been sponsored 
(ah thanks to them) by Cadbury^ 
And what better way to see ballet 
in action than Peter Wright’s * 
Spiffing Nutcracker for BBB. The 
tots adored it - end so, an an. 
umpteenth visit, did L . : 

- This staging has everything far 
a child’s taste, and it grandly 
offers what this dear andgrossly 
maltreated ballet is really about 
The family scenes are char ming ; 
there is a great deal of magic . 
fDrosselmeyer as a superior ^on 1 
juror) and a Brobdignagian 
Christmas tree, spectacular' 
transformations, a battle (rats 
rather than mice, but that’s- tafia- ' 
tion for you), a win to- scene (the 
first balletic snow of the. season, 
fen in Birmingham at 2.45 pjn. 


on ' Friday), a whiff of emotion 
(Sandra Madgwick as Clare is all 
grace and tender feeling) an 
intent’s dream of sweetmeats, 
and a grand pas de deux. And 
Tchaikovsky. • ■ - 
. The children watched on a 
seeming in-held breath for much 
of the time. A yoringchap near 
me appeared unwilling to blink 
lest he miss a step. When, in the 
Trepak, the three male dancers 
dapped their hands, our young 
balletomanes dapped too —• mid 
in excellent time And the Bir- 
mingham dancers did well by 
them,’. 

Madgwick is still an : exemplar 
of r the artist who becomes 
jeatiwirinvotveffln the idle and 
absorbed in the dance. Sergiu 
Pobereznic is a dashing Nut- 
cracker; and Michael O’Hare con- 
trived tq, be .bote mysterious and 
charming .* as- - Drosselmeyer. 
Rachel Peppln was the Sugar 
Plum,' fold Sn> the party scene, 
l*ow good-to pee Marion Tbit and 
Alton DubreuD immensely- stylish 
os Clara's parents. 

: BRB hrfd fielded a strong-cast 
for this first Nutcracker - it runs . 
nt-tbe Hippodrome -until mid-De- 
cember, and then moves to the. 
Lyceum Theatre hi London for a 
season. Bany Wordsworth made 
Tchaikovsky alive for his -new 
audience. ^Birmingham and its 
ballet have given than what 1 
hope was an unforgettable treat 
And -one that, with continued 
imaginative planning and- spon- 
sorship, tike thfewm enrich m ore 
young lives in the future, and 
hnOd a new audience. A Msny 
Christmas to everyone involved - 
not least the ctuldreirand their 
Cadbury frtend- 

As a postscript to my notice' 



ABpraoa' and lander feefing: Sandra Madgwick a* Clara 


oh Saturday about a heavy- 
handed biography of Rudolf 
Nureyav by Diane Solway, let me 
draw your attention to a short, 
vivid study by Roland Petit about 
his work and-friendship with the 
dancer. 

TenpsU6sanecNOweeo(GOiSr. 
set, FFr78) is, as are so many of 
Petit’s ballets, succinct, witty. 


truthful, touching, theatrically 
alert, (iris also, alas, still only 
published in French.) Nureyev 
breathes in every line. So do Petit 
and his wife, the divine T iri Jean- 
maire. A sometimes stormy 
working relationship, Nureyev’s 
high-handed manners, Petit’s 
refosal to be steam-raftered and 
Zizi’s integrity, all spring fr om 


the page. It is a brilliant portrait, 
done with an economy and a sen- 
sitivity - and an understanding - 
that puts to shame the biographi- 
cal borrowings and* turgid lan- 
guage of Nureyev's other annal- 
ists. 


Clement Crisp 


MUSIC IN LONDON 


Talking along with 
Schoenberg’s Pierrot 


The Nash Ensemble has made a 
habit of performing Schoenberg’s 
seminal and still controversial 
Pierrot Lunatre (1912), inviting 
different artists to tackle the solo 
Sprechstimme role - not only 
Jane Manning, for example, but 
Cleo Table too. At the Wlgmore 
Hall on Tuesday they bad Bri- 
gitte Fassbaender, that magnifi- 
cent actress-singer who abruptly 
retired foam gfa g in g a few years 
ago, to deliver the Pierrot verses 
in Schoenberg's Sprechstimme. 

And wbat exactly is that? 
Nobody is altogether sure; nei- 
ther quite speaking nor quite 
singing, (except where Schoen- 
berg specifies . gesungen), but 
something in between, though 
the vocal part is written at exact 
pitches. Schoenberg could only 
suggest that the declaiming voice 
should strike them at every new 
syllable, but immediately rise or 
fell away from them. 

In practice, any attempt to fol- 
low that prescription in detail 
results in an intolerable glis- 
sando whine, ruinously inexpres- 
sive in this key Expressionist 
work. So, everybody compro- 
mises: anything from virtually 
singing G fraud’s 21 decadent 
poems about Pierrot at the 
printed pitch, to just declaiming 
them with some loose approxima- 
tion to his phrase-shapes. 

Fassbaender’s scathingly artic- 
ulate enunciation went further. 
Rigorously loyal rhythms, with 
biting effect; but hardly anything 
pitch-faithful except the gesungen 
bits. -Many a descending phrase 
in Schoenberg's Sprec hs t im me 
went upward instead, and vice 
versa. Did that hurt? Given Fass- 
baenderts gripping performance, 
it was bard to argue, though she 
slighted some decadently scented 


passages by ignoring the curve of 
the "spoken” notes. The Nash 
players, conducted by Martyn 
B rabbins were meticulous in all 
the accompanying music. Proba- 
bly this extraordinary score 
needs a thousand different realis- 
ations to let it bloom. 

Fassbaender brought a prote- 
gee with her, the South African 
mezzo Michelle Breedt. who 
sounded wonderful in Mahler's 
feeder ernes fa/rrenden Gesellen. A 
big, richly expressive voice, and 
cultivated intelligence: her next 
appearance here will be eagerly 
awaited. 

★ 

On Sunday 1 heard.. Jha, 

" Louis Lottie bi the second 
ment of his complete Beethoven 
sonata cycle at the Wlgmore. 
That was as gripping; and some- 
times as stark, as Fassbaender’s 
Schoenberg. Lortie doesnt senti- 
mentalise Beethoven’s slow 
movements, but searches into 
them hard. The glamorous style 
and virtuosity that adorn his 
Chopin and Ravel playing were 
kept mostly on a tight rein here. 
What impressed most was Lor- 
tie’s exact communicative power, 
everything carefully pondered 
and strictly transmitted. That 
was bracing, and constantly illu- 
minating. Where there were sur- 
prises, they invariably proved 
closer to Beethoven's text than 
conventional readings. The later 
sonatas will be exciting to hear. 

★ 

Writing about Simon Holt’s 
nude last week, his marvellous 
new piece for piano and ensemble 
is tbe Eco-Pavane, not tee Cdprfc- 
do Spettrale. Apologies... 

David Murray 
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AMSTERDAM 

OPERA 

Netherlands Opera, Het 
Muzfektheater 

Tel: 31-20*51 8911 
Ttie Queen of Spades: by 
Tchaikovsky- Conducted 7 by; 
Semyon Bychkov ki a new 
staging try Lev Dodin, whichwjfl 
travel to Florence and Rome; 

Dec 11, 14 - : ' • '' 

BARCELONA 

EXHIBITION J . 

Museu Pfcasso 

Tel: 34-3-319.6370 . ~ ■ .. ...■ 
Picasso — Engravings 1900-1942: 
temporary exhibition with more _ 
than 250 works from tha'Muste 
Picasso m Parte. It presents • 
Picasso’s engravings as a efiary, 
and follows foe different themes 
and techniques that inform his 
work; to Apr 4 " 

CHICAGO 

OPERA 

Lyric Opera of Chicago 
Tet 1*12-332 2244 • 

WMW.tyric0pera.0r9 - - 


Rise and -FaH of the City of 
Mahagonny: by Kurt WeUL 
libretto by Bertolt Brecht 
. Conducted by Sytvaln 
Cambreling, with a cast Including 
; Catherine Matfitano and Kim . 
Begley; Dec 13 

COLOGNE . 

• OPERA.* * 

OoerderStadt 

Tet 49-22 T-221 8240 
Die VBget first modern staging 
for Wtoto Brtunfeb's opera. - 
Premiered in '1920; it Was banned 
by the Natos and largely 
forgotten until a recent recording. 
This production fe.conductad by 
' Biuno WeW arid staged by David 
Mouchtar-Gonorai; Dec If 

FRANKFt?]RI; 

EXHIBITION 1 
Schkrt Kunsthdfle - 

Taft 49*9-299.8820 . 

Treasures from KJng Zhao Mac 
King 2hao Mo's tomb, sealed m 
122 BO; was accidentally . . 

discovered in' 1983 by- - - 

construction workers; Thfe 
exhibition displays foe many 
treasures bteted with ZhaaMo, . 
■the first time they have' been 
' seen irtfod west; to 
■ Jan 22 . ' - ;. / 

OPERA 

Oper Frankfurt • 

TOT: 49-69-21237 999 

wwwJrankfurt*usimss.de/oper 

; Die Zauberfldtetby Mozart. ■ 
Conducted by Guido Johannes 
Rumstadt fcra.toaglng by Alfred 
. Kirchner. With a cast inducting 
- Britta Stpjjmeisfer and Wreten 


BJanck; Dec 10, 12 


HELSINKI 

OPERA ' 

i-mrasn National up€tB 

Teh 358-9-403 02V 
Anna Bolena: by Donizetti. 
Conducted by Maurtdo Barbacini 
in a new sta^ng by Jussi Tapola, 
■with designs by Anna Kontek. 

. The title role is sung by Rfikka 
Hakola/Cyrrthla Makrfe; 

Elec 10, 14 

HONGKONG 

DANCE 

Bha. Tin -Town -HaH 
Swai Lake: tiy Tchsukovsky-'- 
f?aribrrbeol by the Kirov SaDet; 
Dec 9,-10, 11. 12 


HOUSTON : 

EXffiBmONS 

Museum of Fine Arts, Houston - 

Teh 1-713-639 7750 
www.mfah.org ■ 

BrasssS: The Eye of Paris. A - 
retrospective of BrassaTs work', 
that edneides wffo tiie 100th 

■ anniversary of his birth. Includes 
the ’Paris at NighT-series: 
photographs tto«n during 
nocturnal wanderings with the 
fltoeur and poet Lion Paul 

■ Ftogue. Also oiiyfew'are- 

portraits of other artfets and 
wrftera of BrassaTs time, tonong 
them Oaff, Picasso and G&tet to 
Feb 28 - 


LONDON 

CONCERTS 
Barbican Hat 


Tek 44-171-638 8891 
London Symphony Orchestra: Sir 
Colin Davis conducts a series of 
works by Elgar; Dec 9, 13 

Royal Festival HaB 

Teh 44-171-960 4242 - 
London Philharmonic Orchestra: . 

the Rimsky- Korsakov Festival 
continues with Mark 0der . r 
conducting the Orchestra in " 
works by that composer, as wefi 
as others by Glinka, Mussorgsky 
and Stravinsky. With the London 
Phflhajmonlc Choir and the New 

London ChHdren'a Choir, Dec 10 

EXHIBITION 
National Gallery 
Tet 44-171*39 3321 
Mima Image: Jonathan Miller on 
Reflection, Show exploring foe 
representation of minors in art, 
curated by MiUer and featuring 
loans from pub Be and private 
collections. Includes Van Eyck's 
famous Amoffinl Portrait, and 
works by Freud,- CaKabctte and 
-George Romney; to Dec 13 

OPERA 

English National Opera, 

London Coliseum 

Tet 44-1 71-632 8300 
• Boris Godunov: by 
Mussorgsky- Conducted try Noel 
Davies in a new staging by 
Francesca Zambeflo, with sets by 
HHdegard Bechtter. G'tdon Saks 
sings the title rote; Dec 11 
0 La Tranriata: by VerdL ; 
Jonathan Milter's production ' 
Includes. Sandra Ford and 
Christopher Boofo-Jones among 
the cast Paul Daniel conducts; 
Dec 9, 12 \ 

THEATRE - 


Lyttelton Theatre 

Tel: 44-171-928 2252 
Betrayal: by Harold Pinter. Trevor 
Nunn directs Pinter's 1970 play, 
with a cast indudfng Anthony 
Calf and Imogen Stubbs; . 

.Dec 9, 14 . - 

LOS ANGELES - 

OPERA . 

Dorothy Chandler Pavilion 
Tet 1-213-365 3500 
Fantastic Mr Fox: Los Angeles 
Opera In the world premiere of . . 
an adapted Roald Dahl story. ■ a ' 

' With musk: composed byTobias . 
Picker.' a libretto by Donald - 
Sturreck and designs by Gerald 
Scarfe. Cast' Includes Gerald - - 
Finley and Susanna Guzman as 
Mr and Mrs Fox; Dec 9. 12 , 

MILAN ■ 

EXHIBITION' 

Pinacoteea di Brera 

La Dama -coh I'ErmeHlno: . 

Leonardo da Vinci’s 1489 portrait 
of tiie young mistress of Duke 
Ludovico' of Milan travete to Italy 
for ttie first time since 1800, 
when it was .purchased by the 
Polish Prince CzartoryskJ; 
to Dec 13 


NEW YORK. 

EXHIBITION ' 

Metropolitan Museum of Art 

Tet 1-212-8795500 
wwwjmtmu$eum.org 
Letters in GoW: Ottoran 
Cafligraphy from the Sakip 
Saband Collection, Istanbul. 70 
objects ranging from the 15th to 
the 20th century. Includes 


manuscripts, panels and scrolls; 
to Dec 13 

OPERA. 

; Metropolitan Opera, Lincoln 
Center 

Tet 1-212-382 8000 
www.metrrpera.org 

• La Traviaia: by Verdi. 

. Production by Franco Zeffirelli 
with a cast Including Ainhoa 
Arista and Roberto Aronica 
Oslo Rizzi conducts; Dec 9, 12 

• Le Nozze de figartx by 
Mozart Final perfttniance of 
Jonathan Mater’s production. 
Julius Rude! conducts and the 
cast includes Wendy Nielson and 
Barbara Barney; Dec 10 

PARIS 

CONCERTS 
SaltePleyei 
Tel: 83-1-4561 6589 
Orchestra de Paris: conducted 
by Wolfgang Sawaflisch in works 
by Beethoven. With soprano 
Susan Anthony, mezzo-soprano 
Maijana Lipovsek and tenor 
Wolfgang BQnten; Dec 9, 10, 12 

OPERA 

Opera National de Paris, OpAra 
BastiBe 

Tat 33-1-4473 1300 
www.opera-de-parisJr 
The Merry Widow: by Franz 
Lahdr. Conducted by Armin 
Jordan and with a cast including 
Frederica von Stade and HaJcan 
Hagegard; Dec 10, 12 

Theatre des Champs Elys&es 
Tel: 33-1-4952 5050 
The Magic Rute: by Mozart 
Jean-Cteude Malgoire conducts 


and the staging is by Ptenre 
Constant With La Grande E curie 
et la Chambre du Hoy and the 
Maftrise du Centre de Musique 
Baroque de Versailles; 

Dec 9. 11,13 

ROME 

CONCERT 

Accademla Narionafe di Santa 
CdcUIa V 

Tel: 39-8-6880 1044 : 

Orchestra defl'Accademia 
Nazkjnate di Santa CectRa: 
conducted by Michele 
Campanula in works by Liszt 
Salnt-Sa&ns, Poulenc and Ravel; 
Dec 9 

TV AND RADIO 

• WORLD SERVICE 

BBC World Service radio for 
Europe can be received in 
western Europe on medium wave 
648 kHZ (463m) 

EUROPEAN CABLE AND 
SATELLITE BUSINESS TV 

• CNN Inter na tional 
Monday to Friday, GMT: 

06 JO: Money line with Lou Dobbs 
13JJ0: Business Asia 
19.30: World Business Today 
22.00: World Business Today 
Update 

t 

m Busmess/Market Reports: 
05:07; 06:07; 07:07; 0&20; 09:20; 
1020; 1T20; 1132; 12-20; 1320; 
1420,. 

At 0820 Tanya Beckett of FTTV 
repwts live from UFFE as the 
London market opens.' 
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MARTIN WOLF 


Let lenders beware 

Russia’s default served one good purpose: it taught short-term 
lenders that they can lose their shirts 


Last August's Russian 
default was not altogether a 
bad thing . To anyone aware 
of the subsequent global 
financial mayhem, that 
judgment will seem highly 
Irresponsible. But now that 
economic armageddon has 
been averted, it is possible to 
see its beneficial side. Russia 
did at least burn the fingers 
of risk-taking, short-term 
tenders. 

In the Asian financial 
crisis, it was they who 
played the pivotal role. 
Between 1896 and 1997 
capital flows to Indonesia, 
South Korea, Malaysia, the 
Philippines and Thailand 
shifted fitim a net inflow of 
S94bn to a net outflow of 
$6bn - a swing of tlOObn. 

But the swing in the net 
lending of commercial banks 
alone was $87bn. 

The afflicted countries 
have succumbed to deep 
recessions, while the value 
of foreign investment in real 
assets has plummeted. But 
international rescue 
operations have helped 
short-term lenders escape 
virtually unscathed. This 
must be the worst possible 
outcome. The result Is likely 
to he a malign shift in 
International finance, Cram, 
equity to debt, from 
long-term to short-term debt 
and from domestic currency 
to foreign currency debt 
Moral hazard is alive and 
kicking, but chiefly among 
short-term tenders of foreign 
currency. 

The extraordinary 
difficulty of living with such 
flows is perfectly revealed in 
the World Bank’s latest 
report an global economic 
prospects, which provides an 
outstanding account of the 
finan cial crisis.* 

Three crucial lessons can 
be drawn horn this report. 

• It is surprisingly difficult 
for countries embarking an 
financial liberalisation to 
avoid disasters. 


• When they succumb, it is 
no less difficult to escape 
economic depressions. 

• If short-term capital flows 
are not tamed, such crises 
are certain to recur. 

Consider each of these 
points in tom. 

The Bank concludes that 
“the critical immediate 
vulnerability came from an 
excessive buildup of 
short-term foreign currency 
debt on the balance sheet of 
private agents”. Yet this 
build-up could not have been 
avoided that readily. True, 
floating exchange rates 
would probably have helped 
but even a big appreciation 
might have foiled to halt the 
inflow. Far bigger foreign 
exchange reserves could 
have been accumulated. But 
this is costly. 

Financial regulation is 
also difficult to manage, 
particularly daring 
liberalisation. One of the 
studies cited in the report 
concludes that such 
liberalisation is frequently 
the precursor of a banking 
crisis. Particularly, when 
economies have grown 
rapidly for decades, as they 
did in east Asia, it is easy to 


lose sight of the risks. 

Then, when money flees, it 
is no less difficult to avoid 
disaster. A swing in current 
accounts of the magnitude 
suffered by the afflicted 
Asian countries must 
generate a deep recession. 

To this has to be added the 
impact of mass insolvency, 
as Interest rates soared and 

the currencies collapsed. 

A year ago. the consensus 
forecast was that none of the 
afflicted east Aslan countries 
would experience a 
contraction in real GDP this 
year. Now the Korean 
economy is forecast to 
shrink 5 per cent, the Thai 
economy S per cent and the 
Indonesian economy 16 per 
cent Indonesian GDP will be 
almost 25 per cent below Its 
historic trend. 

Recapitalising the banking 
sector will cost 20 to 30 per 
cent of GDP in the worst 
afflicted countries. 
Unemployment and poverty 
will also soar in Indonesia 
red wages are forecast to 
foil by between 40 and 60 per 
cent over the first year of 
the crisis; the proportion of 
the population failing below 
a poverty line of a dollar a 


Private capital flows are volatile, but HM* is not 

Mot capital flows to dmfcpino orortteMas % of GDP. welghftd average) 
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day (in international prices) 
is forecast to jump from 7 to 
16 percent 

The external assistance 
has foiled, to avert these 
disasters, ft has hot even - 
allowed the afflicted 
countries to avoid rapid 
adjustment in their external 
accounts: the net swing fa 
Korea's quarterly current 
account b alance . beL w e en the 
second quarter of 1997 and 
the second quarter of 1996 
was 12 per cent of pre-crisis 
GDP. Far Thailand, It was 13 
per cen t These Korean and 
Thai external adju stm ents 
are equivalent to a Sl.OOObn 
shift.ln the US external 
deficit, within just one year. 

If such crises are difficult 
to avoid and horribly costly, 
what conclusions does one 
draw for policy? 

Within advanced 
economies the frequency and 
virulence of financial crises 
have been sharply reduced 
by a combination of 
insurance with regulation. 
Central banking, deposit 
insurance, capital adequacy 
ratios arid the other 
paraphernalia of a modem ' 
financial system have .all 
helped, even though they 
have not e l im i n ated the 
inherent frailty of 
conventional banking. 

The only way to make 
international tending as safe 
as domestic finance is by 
creating an international 
lender aflast resort that 

m nunarifts far gr eater 

resources than the 
International Monetary 
Fund, with corresponding 
regulatory powers. If the 
IMF had the same resources 

as It did in 1945, in relation 
to global GDP. these would 
be well over $l,Q0Clbn, more 
than three times the current 
level Since capital accounts 
have been liberalised - not 
just current accounts, as was 
initially planned - stffl mote 
money would be needed.' 

Such huge sums will not 
be provided, since this would 
imply a willingness to move 
towards global governance. 
This must leave the chief 
burden on the capital- 
importing countries - and 
rightly so. because it is they 
who suffer most when things 
go wrong. 

The Bank report argues 
that the ability of capital 
importing countries to limit 
inflows of destabilising 
capital is limited, once .. 
liberalisation has been put 
in placel It argues fear a 
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mixture of more flexible 
exchange rates, more active 
fiscal policy and batter and 
tighter financial regulation. 

It will also be necessary, it 
argues, to take care over 
financial sector and capital ... 
account liberalisation. Thge 
is, concludes the Bank, a 
powerful argument for 
taring eapital inflows, 
because the latter can 
impose.* cost upon the .. 
economy greater than 
individual borrowers and 
lenders perceive. 

Yet the most potent 
constraint on inflows must 


can lose their shirts, fr is for 
this reason that the Russian 
default can be deemed 
helpful It scared the wits 
out of Short-term lenders. 

Unfortunately, it also 
scared the wits out of ttte 
western financial 

authorities. 13m burnt child 
fears the fire. Sadly, 
financial markets have 
relatively short memories. 
The authorities are more 
likely to remember the 
consequences of the default 
They may fear moral hazard, 
in theory, but they tend to 
fear panic stHl more. 

Their worry is 
understandable. But if there 
is to be no true lender of last 
resort, how is the Incentive 
to lend short-term to be 
reduced? There must be 
some penalty upon such 
lending if the global 
financial system is to be 
moderately stable. The 
alternative to a chaotic 
default, such as that in 
Russia, must be 
internationally sanctioned 
debt standstills and 
work-outs. If lenders know 
they can be made to suffer 
foe their mistakes, they 
should become more carefuL. 

Of all the points under the 
teaflinp rtf Infft m aHmal 

financial architecture" none 
mn be more Important than 
*hkr let lenders beware. A 
financial system in Which it 
is destabilising short-term 
lenders who are saved and 
everyone else who suffers, 
some bitterly, is a recipe for 
repealed and unacceptable 

catastrophe. 


* World Bank, Global . . 

Economic Prospects for 
Developing Countries 1398199: 
Beyond Financial Crisis, 
http:fltxjwwjUKnidbaxik.orgl 
prospectslgep98-99lfuHJttm„ 

Martin. WolfipifL com 


LETT ERST O THE EDITOR 

EU withholding tax would not solve 
Germany’s collection problems 

** mu m imncM 


From Hr Jerrhyn P. Brooks. 

Sir, Discussion in the Brit- 
ish press fails to identify 
Germany's principal concern 
in relation to the hanhohifia- 
tian of taxation in the Euro- 
pean Union. 

When withholding taxes 
cm investment income were 
introduced a few years ago 
In Germany massive trans- 
fers.. of private savings to 
locations such as Luxem- 
bourg and Switzerland took 
place. In a few cases this was 
to avoid earlier payment at 
taxe&. Most, however, were 
seeking to evade all payment 
of income taxes on their 
investment income. 

The background lies In the 
widespread tax evasion, in 
the Federal Republic in 
respect of' investment 
income which existed before 
imposition of withholding 
taxes and. which continues 
unabated. Estimates fre- 
quently given ara that 80- per 
cent of investment income is 


not declared in annual tax 
returns. 

Although bank secrecy 
laws can he overcome - as 
the current investigations by 
the tax authorities at many 
banks show 1 - tbore is no 
general- requirement by 

banks, as in the UK or US. to 
report taxpayers' investment 
Income to the tax authori- 
ties. Random tax audits are 
insufficient to stein the wide- 
spread avoidance. 

Non-declaration of invest- 
ment income results in very 
large losses of tax revenues 
to the German state and fos- 
ters offshore .financial cen- 
tres. 

The new government has 
also just anno unced a halv- 
ing of tax-free allowances on 
investment income and is 
anticipating farther outflows 
of private savings as a conse- 
quence. Therefore the 
finance ministry is now try- 
ing to deal with the problem 
by requesting all Eli coun- 


Oil groups should lead 
move to renewable energy 


From MrAjay KauL 
■’ Sir, Daniel Yerginls right 
to observe that long-term 
demand for ofl will be sup- 
ported by tiie millions who 
have yet to buy their first 
car (“Bigger ofl", December 
2). . .. 

However, oil companies 
also need to evolve to meet 
competition in the future 
from non-conventional 
energy sources. The ofl com- 
panies are in the energy 
business - or to put it even 
broadly, in the business of 
moving «nH prov iding light 
to people. Hence they need 
to keep up with- the times. It 
would be prudent for oil 
companies go. Into power 
generation and' distribution, 
for that way they themselves 
would be able ter take advan- 
tage of ray fixture decline in 
oil prices. Moreover .they 


nion need to move gradually 
towards non- conventional 
energy sources in order to 
survive as oil reserves 
deplete- and the world begins 
to shift towards wind, solar 
or ocean energy. The situa- 
tion is just like that of the 
typewriter companies which 
disappeared because they 
saw themselves to be In the 
-business of typewriting and 
not in the bumness of print- 
ing. The oil companies have 
developed substantial exper- 
tise in the energy business 
and would be at an advan- 
tage if they were to be the 
first to tap new energy mar- 
kets as they are formed. 

Ajay Rani, 

Project manager. 

First American Credco, 

1450 Frazee Road, Suite 100, 
San Diego, CA .92108, USA 


Time to think 
of Nazis’ non- 
Jewish victims 

From Mr W P Jaspert 

Sir, In the most worth- 
while endeavours to bring 
redress to victims and vie- 
Urns’ survivors, the 
well-meaning earnest bodies 
and personalities rarely 
serai to give any thought to 
the over lm German oppo- 
nents, homosexuals and gyp- 
sies (to list but a few groups) 
murdered by the Nazis. 

Some had insurance poli- 
cies that were never hon- 
oured. Others had bank 
accounts outside Germany, 
often secret. Who will look 
after their interests 
now? 

Mr WJ*. Jaspert, 

6859 Willoughby #2, 

Los Angeles. 

California 90038-2419, 

USA 
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A fairer deal 


The UK Foreign Office has conducted the biggest review of its diplomats’ perks in 35 
years in a bid to become a more egalitarian employer, says Andrew Parker 


T he UK foreign ser- 
vice, once the 
crowning glory of 
the British empire, 
and in many respects still a 
privileged enclave, has con- 
ducted the biggest review of 
salaries and perks . of the 
past 35 years in an attempt 
to become a more egalitarian 
and modern employer. - 
Robin Cook, the Labour 
government's foreign secre- 
tary, has just fought off 
threatened cutbacks to his 
budget by Gordon Brown, 
the cost-cutting chancellor 
(finance minister). 

But Mr Cook’s problems 
do not stop there. 

Talented diplomats are 
leaving the service .because 
their spouses, who increas- 
ingly have careers of their 
own, cannot find suitable 
work abroad. :l£ is becoming 
increasingly difficult to fill 
hardship postings. There is a 
widespread perception - 
backed by an independent 
study - that the salaries and 
allowances of British diplo- 
mats do not always match 
those paid to expatriates 
working for multinationals. 
And to cap it all, the foreign 
service remains riddled with 

rites* distinctions. 

The elaborate costumes 
and silly hats worn by Her 
Majesty's envoys may be a 
thing, of the past, but it is 
still the case that senior dip- 
lomats are entitled to a copy 
of The Times and to mem- 
bership of a golf club, while 
their junior colleagues must 
make do with the more pie- 
bean Daily Mail and use of a 
tennis dub. Henceforth, dip- 
lomats will be able to chose 
their newspaper and sport 
dub. 

The question of remunera- 
tion is more complex. Partly 
as a result of the experience . 
of a Treasury official on sec- 
ondment to the British 
embassy in .Washington,' Mr 
Brown had decided that dip- 
lomats were leading a cosset- 
ted life and pressed for a 
redaction In perks, which 
were worth £ll?m in 1995-96. 

One diplomat living in a 
developing country says the 
Treasury’s view is preju- 
diced- ‘The Foreign Office 



Slanting on ceremony: tbe FO is seeking to be more modem 


tiiy .an the upheaval of mov- 
ing around.” 

Mr Cook has resisted the 
Treasury's onslaught. 
Instead, the foreign secre- 
tary is reviewing the finan- 
cial allowances of the 2,350 
diplomats working overseas 
with a view to increasing the 
income of staff in developing 
countries and scaling back 
the perks available to those 
in more comfortable post- 
ings in the developed world. 

As a result, London's man 
in Dhaka will be able to look 
forward to a more comfort- 
able existence. The UK 
ambassador in Paris, how- 
era-, is likely to see a reduc- 


ship of the posting; £5,000 for 
moving to the city. He or she 
will also be able to take 
advantage of rent-free 
accommodation, interest-free 
loans for cars, free air fares 
back home, expenses to 
cover the ceremonial ward- 
robe, an allowance to edu- 
cate children at UK boarding 
schools and a Foreign Office 
healthcare scheme to cover 
similar treatment to that 
provided by the British 
national health service. 

The new cost of living 
allowance win no longer be 
based on a comparison with 
the cost of groceries in 
Bromley, Kent. Instead, 


The Foreign Office feels bruised by 
the perception that we swan around 
drinking gin. The package does not 
reflect the upheaval of moving around’ 


tic® in his pay and allow- 
ances. ■ 

There is a lot at stake: 
allowances can be worth 
about half of an individual's 
basic salary and are 
Intended to provide a compa- 
rable standard of living to 
London regardless of the dip- 
lomat's whereabouts in the 
world. . 

A UK ambassador in an 


Employment Conditions 
Abroad, a private; Company, 
will provide cost of living 
indices based on data from 
diplomats in the field. 

A diplomatic service com- 
pensation allowance will 
cover the cost of moving 
posts regularly, and of hard- 
ship conditions in the third 
world. The most significant 


was a qualified medical offi- 
cer in the UK. is working in 
a lowly administrative job in 
the Moscow embassy. The 
diplomat said: "They are los- 
ing a lot of senior manage- 
ment because of wives or 
husbands wanting to pursue 
their careers. There is also a 
hi g h divorce rate.” 

In another sign that the 
Foreign Office is moving 
with the times, unmarried 
partners will from April be 
able to take advantage of its 
h e alth c are scheme. 

Mr Cook's modernising 
drive broadly follows the 
recommendations of Sir 
Derek Hornby, a former 
chairman of London and 
Continental Railways, who 
was asked by the former 
Conservative government to 
review the allowances for 
the Foreign Office to 1996. 
Sir Derek's unpublished 
report was the first review 
since 1963. 

He concluded that there 
was a “perception of unfair- 
ness”, saying: "The main 
area is the balance between 
comfortable posts (particu- 
larly in western Europe, 
north America and Japan) 
and developing countries.” 

Comparisons with the pay 
and perks packages provided 
by other countries show that 
the Netherlands, Cana da and 
Germany do not provide 
rent-free accommodation for 
their diplomats. However, 
the UK package is broadly 
similar to others. 

UK diplomats, who all pay 
income tax, argue their 
perks are minimal compared 
to those available in the pri- 
vate sector. Sir Derek found 
that a UK company manager 
and an ambassador working 
in the same Asian capital 
earned broadly similar sala- 
ries. but the company man- 
ager’s perks were twice as 
high. 

The foreign service, dearly, 
is not as glamorous as It 
once was. Nor, as Sir Derek 
points out, do young recruits 
join it to “get rich”. Mr 
Cook’s challenge, perhaps 
shared by his colleagues .to 
Europe, is to stem the brain 
drain that is bleeding the 


AsKm capital, for example. compensSion SJSeS 5? Pi Office ° r its most 
quite widespread perception receives a salary of £100,000 ' husbands and wives: nr .S' tal * nted , diplomats and to 
that we swan around drink- ($166^)00) and is entitled to mate YaSlv ‘~ 
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the totaL compensation pack- 
age that you get as a diplo- 
mat is not sufficient to jus- 


aflowtoces worth £43,000. Of 
that, £23,000 maintains his 
standard of tiring; ns, 000 
compensates for the hard- 


of diplo- 
- fihd work 
abroad which pays as well as 
similar employment in the 

UK. 

One diplomat’s wife, who 


make the foreign service 
more relevant to a modem 
Britain. 


Additional reporting by Oar- 
lotto Gall in Moscow 
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tries to impose the same 
level of withholding taxaa on 
investment Income to make 
transfers, particularly 
to Luxembourg, or per- 
haps London. less 
attractive. 

The flaw hi ibis thinking 
is that there are several 
European but non-EU loca- 
tions. let alone global tax 
havens, to which Germans 
will continue to transfer 
savings- The proposed uni- 
form EU withholding taxes 
will not solve Germany's 
problem of lost tax revenues. 
A reform or Germany’s bank 
secrecy laws would, but that 
is an issue even the new 
socialist-green government 
may be reluctant to 
tackle. 

Jermyn P. Brooks, 
global managing partner. 
Price WaterhouseCoopera, 

32 London Bridge Street, 
Lo ndon SEl 9SY, 

UK 
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Odd man out 
in Europe 
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Amber lights are flashing all over 
the British economy, but they do 
not all mean the sametMng. 

At its meeting today the Bank 
of England’s monetary policy 
committee must assess dear dan- 
ger signals of a sharp slowdown 
or recession next year. This, com- 
bined with subdued inflationary 
pressures, must create a strong 
presumption that Vt she we d cut 
interest rates again. - . . 

Since November $ its rate has 
been reduced in two st ag es from 
7.5 per cent to 6.75 per cent. But 
that is still more than double the 
official rate in the euro-zone, 
after last week’s cut to S per cent. 

The consequences of high UK 
interest rates are now clearly' 
apparent. The pound is still 20 
percent above its trade-weighted 
value at the start of 1S96, despite 
an 8'per cent fall from its peak at 
the end of March this year. 
Exports have fallen by more than 
5 per cent in the latest three 
months compared with the previ- 
ous three months. And underly- 
ing factory gate prices have 
hardly increased for two years. 
According to the latest Confeder- 1 
ation of British Industry survey, 
a third of companies expect to 
cut prices arid business optim i s m 
is at its lowest for 18 years. 

Such data, ramhinoH with clear 
evidence that output growth is 
decelerating, might justify the 
fear of the London Business 
School and Oxford Economic 
Forecasting that the economy is 
“flirting dangerously with reces- 
sion”. In a combined outlook. 


they emphasise the possibilities 
of a weakening- of the world econ- 
omy;, a continued- strong pound, 
corporate retrenchment and a foil 
in consumer confidences 

A combination of such adverse. 
influences might f the 

0-8 per cent economic' growth 
that most forecasters now expect 
for next year a « 1 .m tee in g 
contraction. . 

. If -these were the only hazard 
warnings, the MFC’s task .would 
be easy. But the dangers of 
: future inflation, though gntvfrmH , 
cazuzbt be ignored. Since earn- 
ings data are no longer reliable, 
anxieties must focus env the' con- 
tinued tightness of the labour 
market It is true that 
unemployment rose in October, 
after foiling steadily for five 
years. But the number 
benefits is now at its lowest since 
1980. Meanwhile, unfilled vacan- 
cies winBmip to tncreasaand are 
now 10 per cent higher than a 
year ago. 

If these figures suggest that the 
economy is stzZZ running at Above 
faQ capacity there is an obvious 
danger that a sharp Call in ster- 
ling combined with lower inter- 
est rates 'might re-igmte wage 
inflation. 

At present, however, this risk 
seems more remote than that of 
recession. The MFC- should there- 
fore move decisively to bring its 
rates closer to those in the rest of 
Europe. If the balance of rids 
changes next year, >it can - just 
as decisively - put them up 
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Duty-free sales to travellers, 
within the European Union are 
due to be scrapped next summer. 
Good riddance.' The decision; 
unanimously agreed by all 1S\ 
member states, was reached 
almost seven years ago. It was a 
sensible -move. Duty-free- safes - 
amount to a distortion of compe- . 
tition, a source of monopoly prof- 
its' far the duty-free shops, and a • 
confidence trick perpetrated both 
on the travelling and non- 
travelling puhSc alike, it js high - 
time they were aboBshed. . , : •; 

Yet now It. beams ’fh&t an 
unholy alliance of popuBst poHti- . 
man s is seeking a stay of execu- 
tion. Britain. France, Germany, - 
Ireland. Luxembourg and Spate 
have all found common cause. 
Robin Cook, the British foreign 
secretary, even claims that it is ' 
the single issue of the greatest- 
interest to the average citizen on - 
the EU agenda. • 

Mr Cook should be ashamed of. , 
hims elf. In . reality, it is simply 
the cause which has attracted the ; ] 
biggest and most expensive cam- - 
paign by a single-issue lobby 
group in the EU in recent years. - 
The industry, including airports 
and ferry operators, Jhas spent 
most of its time and energy since 
1991 lobbying to have the deed- 
sion reversed instead of seeking 
alternative ways of serving, the " 
travelling public. 

Duty-free sales within the sin- 
gle EU market distort competi- 
tion because they discriminate 


against all those shops which are 
forced to sell the same goods 
duty-paid. . They are cefly avail- 
able to certain sorts of traveller — 
airline and t ea y passengers but 
not normal rail and car users. 
And many luxury goods In the 
shops are not duty-free at aft. 

They are a confidence trick 
because the customer seldom, if 
ever, receives the full value of 
the excise duty. The excess prof- 
its are used in part io subsidise 
the. costs of travel, be they by sea 
or- air bat not rad to the benefit 
tftiie hoBrpurchasex. And those 
who do hot travel on such routes 
at all are in effect -making up the 
tax ftbrn+fati- ., 

.- The- fact that duty-free sales*; 
are popular is scarcely relevant :• 
So are pyrandd^eDing s di ameh. 
It is true.' that there are thou- 
sands employed te the industry. 
But there Is nothing to stop, 
shops on ferries and at airports 
selling attractive, goods, honestly 
priced, to the dative passengers.’ 

itabfe- ’~ a '• .• 

The dfetifces 

being reyereed'i^e''s^it. It 
requires Tmanjpdtrtp^pCTgse a 
unanimous deciskm, adj.-tire UK 
government feusaafly ’ swiff to 
point out.. And- ft up;. to the 





of life 


I magtee General Motors and' 
Boeing merging to create 
“the world's greatest into-, 
grated transport company”. 
Or a medical equipment manu- 
facturer buying a jewellery- ■ 
maker to sell “high -precision 
engineered, products”. You aright 
wed be sceptical about how much 
these companies really had in 
c o m mo n. 

Now consider the business 
called *tffe sciences”. 

From St Lotris to Baste, from. 
Wilmington to F rankf urt, phar- 
maceutical . and agro-chemical 
ctanpanies are joining forces and 
recreating themselves as enter- 
prises based on biological innova- 
tion. ■■■■.. 

- News that Zeneca, a medium- 
sized UK life science group, is on 
the verge of a -merger with Astra, 
a Swedish drugs group. Is only 
the latest example of frenetic 
activity in the sector. 

- Last week, Germany’s Uoechst 
and France’s RhOne-Poulenc 
merged to become, in their 
words, “the world's biggest Bib 
science company”, with com- 
bined safes of $20bn. It will be 
called Avenfis and win join the 
ranks of Novartis of Switzerland, 
Monsanto and DuPont of the US 


Chemical and: pharmaceutical companies see their future 
in biological innovation. But is this fashionable concept 
strong enough to sustain an industry, asks David Pilling 


ray farther aefey.t^ich h^Kbws 
do desire JCte^isiQc^um, 
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citizens from the 1 whims of their 
political masters^ / v 
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Clone 


Cloning arouses strong emotions. 
Witness the reaction of Life, the 
anti-abortion group, to yester- 
day’s recommendation that the. 
law should be changed to allow 
cloned cells to be used to treat 
riiwitwi or damaged organs or 
tissues. “Technological cannibal- 
ism’' was Life's assessment. 

In fact, however, the UK’s 
Human . Fertilisation ancL Embry- 
ology Authority and the Human 
Genetics Advisory Commission 
between them have taken the' 
sensible" road. There is aD the 
world Jof difference between 
cloning an entire human being - 
reproductive cloning -.and clon- 
ing <te»s that could te time be 
used to repair damaged heart 
muscles dr nerves, or to treat 
Parkinson’s, Ateheiflier’s or other 
degenerative diseases. • 

Even in the science fiction 
world, which one day wjll almost 
certainly become sdaatiBc feci 
when whole organs could be 
grown for rejection-free replace- 
ment, the distinction t main s. 

Nor need this be the start of 
some slippery slope ..that will 
make the cloning of entire 
human beings inevitable. Techni- 
cally. scientists are almost cer- 
tainly closer to achieving that 
♦haw they are to producing usea- 
ble cloned tissues. .Yet in. tb® UK 
and a range - of other countries 
they remain banned .-from, so 
doing. 

This is not to say that no ethi- 
cal issues arise. A key d istin c ti on 



in. this 

leads to __ — -- 

and that wbgdi'^te^Mafes tissue 
; and the 

area of hradn',re^a?cfr flpe Judg- 
ments ' made: 

Producing ceils' to' tackle Ate. 
beinier's is one thing: nwfng such 
cells merely to enhance normal 
memory raises ' more dtfHcuIf 
issues; arid the , possibility oiE 
developing complete sections of % 
brain will raise for more pro-«| 
found ethical dbaBeuges. 

'Such issues remain many years 
off. And the UK remains well 
placdl to face i tem ,, having in 
.1990 created the HFEA both as a 
forum through wtech tiie Issues 

canbedEte^^^ asta ^^ 

body to regulate such work. 

It is a model that other couu- 
.tries' would, do well to adopt te 
much erf the rest of the world, 
controls vary from the noH- 
Eristem to the ' inconsistent te 
.the .United .States; for ’ example, 
federal money cannot be used for 
such research, but private money 
cam In Europe, bans on reproduc- 
tive clotting range from the 

expHcfr to’toemerely inijilIcit . 

Yesterday’s ‘report warns of the' 
difficulty of findtag tet«Tiatlou- 
ally agreed definitions of even 
quite simp le concepts In tins area 
that could form tte basfe of inter 1 
pafonrartiy 'agreed law, But given 
that science- know no bound- 
aries, the effort to find them and 
keep doning within ethical Unste 
ts one that is badly needed. 


and Bayer of Germany, as some 
of the best-known companies in 
the field. ’ - - - 

But does the concept, now so 
much m .vogue, make any sense? 

The main justification is a 
technological one. As biological 
research becomes more complex 
and expensive, companies are 
looking for innovations that 
might have multiple uses, from 
human and awiiwai health to 
plant engineering and crop pro- 
duction. Companies that are not 
pooling their biological know- 
ledge may be missing oat. 

“There’s a lot of benefit te hav- 
ing a common technology plat- 
form," says Igor Landau, one of 
the four members of Aventus’s 
management board. "When you 
look at the techniques required, 
very often they are common.” 

“At the level of DNA, there’s 
not a lot of difference between a 
plant and a human." says a 
research and development direc- 
tor of a big drugs group. 

Life, science advocates say 
many of the technologies are 
common to agriculture and phar- 
maceuticals. Combinatorial 
chemistry, for example, allows 
companies to test hundreds of 
thousands' of new compounds 
against known targets - in bac- 
teria, animals, plants or human 
tissue. Genomics explores the 
role of genes in causing illness in 
living organisms. Bio-informatics 
allows scientists to cross- 
reference biological data. 

“The common denominator of 
our business is biology," says 
Daniel Vasella, chief executive of 
Novtotis, formed In 1996 from the 
moger.of Sandoz and CSbarGeigy, 
and arguahly the founder erf the 
life science concept. “The 
research and technology is 
|ter,to discover, deVelop and 
f pzpttecte ihattbavB an effect 
(>tei;Mqta^iCal systems, be they 
h um an beings* plants or ani- 
mate"- / . .. 

While these synergies are evi- 
dent te Ite .lEriv it is less dear 
^whether they tee a solid founda- 
tion for a business. The same 
logic might lead General Motors, 
which know .-.. .a .tiling or two 
about . angtees- aind dtesaia. to ' 
design . se ll ifacraft. 

The first argnnfent against the -■ 
modeLis that most life sdeatce_ 
groupstitefe 'about more by acci- 
dent tteu by design. Some trf the - 
wcaid’s’iq^st specessfucl phanna- 
jeedticajs. companies, such as 
of the UK arid 
Merck 1 af fite - US, have stuck to 
hrnwiwn~fcfelfTi 1 



Life science companies, on the 
otter hand,- have come about as 
Industrial chemical companies 
moved this century into agribusi- 
ness and pharmaceuticals, a pro- 
cess that gathered pace in the 
postwar period. In the^JSSOs; 
many dropped industrial chemi- 
cals altogether to concentrate on 
agriculture and human health. 

. Where chemistry was once the 


‘At the level of DNA, 
there’s not a lot 
of difference 
between a plant 
and a human’ 


common denominator, the link is 
now shifting to biology, te'short, 
life sciences could seem like a 
strategy for getting out of 
old-fashioned, basic chemicals. 

“These companies are turning 
what they've inherited into a phi- 
losophy,” argues Jim Nledel, 
executive director for science and 
-technology at Glaxo. . . 

Dr Vasella agrees. “You cant 
look at us detached from history. 


We have token a pragmatic 
approach,” he says of Novartis. 
“If we were just a pharmaceuti- 
cals company or just an agricul- 
tural company we would not nec- 
essarily go out and buy the other 
type of business." . .... 

• Those - companies that have 
actively sought to build a life sci- 
ence business have found that 
the label does not come cheaply. 
St Louis-based Monsanto has 
spent more than JSbn on seed 
companies and agribusinesses 
with tiie goal of dominating the 
emerging market for genetically 
engineered products. But Mon- 
santo’S acquisitions Increased its 
need for capital to pursue twin 
research tracks te both agricul- 
ture and human health, the latter 
through its Searle pharmaceuti- 
cals subsidiary, So much so that. 
It began to woo cash-rich Ameri- 
can Home Products. Plans for a 
union, however, were abandoned 
in October. 

A second argument against the 
life science model is that, even at 
the research Btage, synergies are 
exaggerated. 

Similarities between the 
genetic language of a plant and 
that of a h”™ 3 " being may be 
fascinating to a scientist, but the 
potential for commercial cross- 




fertilisation are rare. Only a few 
drugs, such as ivermectin - origi- 
nally developed for use in horses 
but now used as a cure for river 
blindness in humans - have 
migrated between disciplines. 
Research into fungicides are also 
leading to compounds for crop 
protection or for human drugs. 

“I don’t want to he disparaging, 
but the chances that something 


The chances some- 
thing in a soyabean 
would be applicable 
to Alzheimer’s are 
very small* 


you find te a soyabean would be 
applicable to Alzheimer’s, for 
example, are statistically very 
small," says Or Niedel at Glaxo 
Wellcome. “Although, occasion- 
ally we are surprised." 

The third, and most important 
argument against the life science 
idea is that Its two main constitu- 
ent parts have different markets.' 

“You have completely different 
customers te agriculture from 
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Derinis 
look Scan 

in his early 

50s, ttefarm boy from Iowa Is 
felt to be a touch okJ to take 
over- and anyway it’s said that 
Welch thinks the next big chief 
should come from the industrial 
side of the business. 

Welch picked out Dam merman 
In the 1980s from a relatively 
humble spot on the GE food . 
chain, impressed with the way he’ 
handled tough fobs. That abShy 
was pa >ticu teiiy1ested in 1994 
when,with Denis Nayden from 
GE Capitol, he was parachuted . 
Into the wreck of GFb 
investment bank Kidder 
Peabody. Now' he seems, to-have 
got as for as-he's going te at : 
GPs Fairfield, Connecticut, 
headquarters. 

H seems that te owe than 

haflway through a succession 
ptervand it isn't going to be • 
rushed. One day, a hew man or 
woman will be appointed "to the 
corporate executive office, the . 
current four-strong power group 


around Welch, oh which 
Dammenman already sits. That 
person will be the anointed 
successor. 

The key Is the board's 
management development and 
compensation committee, a 
group of five non-executive 
directors headed by Midwest 
businessman and long-time 
buddy of Welch Silas Cathcart - 
he used to run Illinois Tool 
Works. ' 

The five, including ex-preskJent 
of Cornell University Frank 
Rhodes, have been visiting GE 
businesses. Interviewing chief, 
executives and spending leisure 
time with them, perhaps at a 
baseball game. 

Each executive’s card is 
marked, and on the committee 
goes to toe next GE stta The 
committee will. GE insists, put a 
name up to Welch. But aH in 
good time. 

Moon scope 

US federal agents hunting for 
sellers of bogus moon rock have 
turned up a chunk of the real 
thtng. 

■ "'Operation Lunar Ecfipse* - an 
undercover operation involving 
the FBI, US Customs, Nasa and 
the US Postal Service - placed . 
newspaper advertisements 
seeking moon rocks. Alan Rosen, 
60, from Aventura, Florida, got In 
touch. 

A deal was set up and Rosen 
took his “customers' to a bank ' 


promptly seized both the piece 
of rock and Rosen; then had to 
let him go when the rock turned 
out to a genuine 3.9bn-year-okJ, 
1.14 gram chip off the old 
sateffite. 

But unlike other bits of lunar 
debris, It was mounted on a 
black maple plaque that ateo 
sported a small Honduras flag. It 
turns out that the celestial stone 
was a present from the then 
president Richard Nixon to the 
government of Honduras. Rosen 
says he bought it from a 
Honduras army officer. 

Nixon sent a fragment of the 
moon to every government in the 
world in 1972: there might be 
enough pieces around the market 
by now to make a fufly-fledged 
asteroid belt: 


Brat pack 


tt used to be beer that made 
Milwaukee famous. Now another 
Wisconsin delicacy is bkkfing for 
a place In the sun. 

The bratwurst, a pre-cooked 
German sausage, te getting an 
outing at 286 McDonald’s outlets 
around the state and in 
neighbouring Illinois until the end 
of the year. 

And no, they aren't called 
McBrats- The Big Macs and 
Chicken McNuggets are moving 
over for the JohnsortvSIe Brats, 
after one of the state's top brat * 
makers. Johnsonville Is based In 
Sheboygan, which once called- * 
tteetf the Wuret City in America. 

McDonald's told the Milwaukee 


Journal Sentfoel that this is the 
first time It has sold food under 
another company's brand name. 
But It isn't the first McRegtonal 
Variety - Boston has a 
McLobster and the Australians 
munch the McOz, a burger 
topped with beetroot 

Brat purists are slightly sniffy 
about the whole thing; after all, a 
bratwurst should be soaked in 
beer before grilling. There's also 
a tradition of leaving them on the 
barbecue too tong - at 
McDonald’s, they come without 
the charcoal. 

But the Journal Sentinel sent 
food critic Dennis Getto along for 
a taste, and he reckoned they 
were “not too bad”. But hold the 
sauerkraut it makes the bun go 
soggy. 

The vision thing 

Is it myopia or far-sightedness? 
It’s certainly optimistic to be 
openfog up a new business In 
Russia right now, so it seems 
appropriate that the latest foreign 
retailer to make the leap of faith 
is US optician Wtening Vision. It 
says It’s planning to open 60 
Optical Superstores over the next 
five years. 

Its first outlet, inaugurated 
yesterday In the heart of 
Moscow, is suitably sited te what 
used to be called Optical Shop 
Number One. The Soviet Hair for 
marketing foiled to make the 
transition to a more competitive 
economy - tiw premises had 
been empty for two years. 


IS 


those In pharmaceuticals," says 
Alexandra Hauber, an analyst at 
Salomon Smith Barney. "The far- 
ther towards market, the mime 
the businesses diverge.” 

In pharmaceuticals, the main 
skifls' are negotiating the rigor- 
ous regulatory process to ensure 
that a product is deemed safe and 
effective. The main target audi- 
ence are physicians and special- 
ists. By contrast, the regulatory 
process erf the agricultural sector 
is quite distinct. In agribusiness, 
salesmen try to persuade fanners 
to use a particular type of seed 
or, increasingly, a combination of 
genetically modified crop and 
accompanying pesticide. 

Pharmaceuticals is a $300bn 
global industry with operating 
margins of up to 35 per cent for 
the most successful companies. 
The agribusiness market, on the 
other band. Is perhaps a tenth 
the size and operates at margins 
generally well below 20 per cent. 

Raymond Gllmartin, chairman 
of Merck, has argued that to try 
to apply a co mm on technologicaf 
base across too many businesses 
is managerially “distracting”. 

The danger of combining 
higher- and lower- margin busi- 
nesses. argue some, is that profit- 
able operations are milked to 
fund the less profitable ones. 
Even in a pure pharmaceutical 
pipeline, R&D directors agonise 
over which projects to develop 
and which to axe. Trying to 
decide between programmes 
aimed at entirely different mar- 
kets, say rheumatoid arthritis 
versus boll-weevil resistant cot- 
ton, would be a nightmare, they 
argue. 

There is one area where the life 
science model may make good 
sense: functional foods. Novartis, 
Monsanto and others are gam- 
bling that consumers will become 
increasingly attracted to the idea 
of eating vegetables that have 
been modified to contain high 
levels of vitamins, cholestonti- 
lowering agents, or even pharma- 
ceuticals and vaccines. 

If that happens, says Dr 
Vasella, his company’s experi- 
ence with drug regulators, plus 
the knowledge it has gained erf 
the food chain and of consumer 
taste, will give it a head start. 
That may be true, concedes Dr 
NiedeL “If medicinal foods hap- 
pened. we would probably miss 
them and the life science com- 
pany would have a jump on us." 

But, he argues, concentrating 
on human health allows compa- 
nies like Glaxo to invest widely 
.across a more profitable field. 
"We are putting a lot of money 
into DNA vaccines, for example. 
They would miss out on those." 

For now, though, the life sci- 
ence model remains fashionable. 
*^We believe that the. fields of 
human health, crop science and 
animal health operate today in a 
common innovation-driven envi- 
ronment," says Jtirgen Dormann, 
chairman of Aveatte. 

For others, the model may be a 
short-lived phenomenon. 

“This is very much an interme- 
diate step. It mixes two busi- 
nesses that are quite different," 
says Ms Hauber. “The next step 
is greater focus. I wonder 
whether focusing on pure human 
health would not be a more valid 
business model." 

Even Dr Vasella, Mr Life Sci- 
ence himself, does not rule out an 
eventual change of tack. “We 
constantly have to weigh the cost 
of complexity versus the benefits 
of synergies. If we came to the 
conclusion that the agricultural 
part of the business would be bet- 
ter off separate, we would move 
to separate it" 

After all, be adds, the life sci- 
ence company “is not a religion, 
it’s a business". 


100 years ago 

The Japanese Deficit 
Japan appears to be getting 
deeper and deeper Into 
financial difficulties. The deficit 
in the current Budget te 
estimated to be as much as 
thirty million yen, end at 
Wednesday’s sitting of the 
Diet a Bill was introduced with 
the object of increasing the 
land-tax so as to provide an 
extra fourteen million yen, 
while the balance of the deficit 
te to be met by taxation in 
other directions, ft te not 
improbable that this te creased 
taxation will lead to trouble in 
the Mikado's dominions. 

50 years ago 

Demand To Burma 
Mr. Douglas Jay, Economic - 
Secretary to the Treasury, 
gave a clear undertaking the 
Commons last night that the 
Government intends to 
continue to press the Burmese 
Government for payment of 
adequate compensation for 
expropriated British property 
at the earliest possible 
moment The Burmese 
Government had been pressed 
repeatedly to make those 
arrangements for 
compensation for which it had 
given such a dear 
undertaking. But he could not 
say that the UK Government 
was satisfied with the 
response so far received. 
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Per Zeneca ad Astra 


Zeneca and Astra, the latest couple of 
merger addicts in the pharmaceutical 
industry, have plenty in common. On the 
positive side, there are overlaps in cardio- 
vascular, anaesthetic and asthma drugs. 
The two are almost exactly equal in sales 
and profits (once Zeneca sells Its special- 
ity chemicals arm). And the combined 
entity, as one of the world's top five drug 
groups, will have more clout in the criti- 
cal US market 

Unfortunately, the similarities do not 
end there. Bath companies have relatively 
parochial management in an international 
industry. And both face big patent expi- 
ries. Astra's is far more serious. Losec, its 
anti-ulcer treatment, which loses its US 
patent in 2001, will account for over $5bn 
or 60 per cent of its sales next year. 
Zeneca will only partly dilute that, since 
its leading heart drug also loses its protec- 
tion in 2001. 

Analysts estimate Zeneca’s five-year 
earnings growth at a modest 11 per cent 
and Astra’s at just S per cent - both well 
below the industry's best. 

With neither pipeline showing evidence 
of new blockbusters, the only other rem- 
edy is savage cost cutting - Glaxo’s solu- 
tion in taking over Wellcome. It is ques- 
tionable whether these two have either 
the overlap or the mettle for this. Astra 
clearly needs a deal But Zeneca's share- 
holders, even though they will get per- 
haps 55 per cent of the pie in this merger 
of equals, would surely have preferred to 
be taken over at a juicy premium. 

UK/US bonds 

The rally in UK government bonds is a 
wonder. Not since the mid-1980s have 10- 
year gilts yielded less than 10-year US 
government bonds. From around 60 basis 
points at the start of the year - a trifle 
compared with the 400-700 basis point 
range of the late 1970s - the spread over 
US Treasuries has now completely eroded. 
Indeed gilts were yesterday yielding 4J>8 
per cent to Treasuries' 4.65 per cent 

Is the closing of the gap rational? Proba- 
bly. The UK’s record on inflation has been 
poor. But the newish monetary regime 
based on a 2W per cent inflation target 
and an independent Bank of England has 
rapidly established credibility. That, on 
its own, might not be enough. Alter all, 
US inflation is lower than the UK’s and its 
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better record most count for something. 
Set against that is the fact that long-term 
real interest rates - as measured by 
index-linked bonds - are higher in the US 
than Britain, perhaps because its econ- 
omy is growing Caster. If so, the UK might 
warrant a similar nominal yield even If 
the inflation outlook is not quite as good. 

Could a gap now emerge in the UK’s 
favour? On f undamentals , no. There is, 
though, a joker - Britain’s possible entry 
into economic and monetary union. The 
recent squabble between the UK and Ger- 
many about tax harmonisation may put 
convergence plays on bold for now. 

But with gilts yielding 70 basis points 
more than bunds, there is stfll some way 
to go. 

General Electric 

So Gary Wendt went General Electric 
tried to present the long-rumoured depar- 
ture of the GE Capital boss as perfectly 
amicable yesterday. But the press release, 
stating that Mr Wendt “has agreed to 
resign", suggests that when push came to 
shove between Mr Wendt and Jack Welch, 
GE chairman, it was Mr Wendt who got 
the push. 

At one level this is simply a bit of 
ruthless succession planning. At 56, and 
credited with building financial services 
into GE’s biggest bumness, Mr Wendt 
might reasonably have expected to suc- 
ceed Mr Welch, 63, when he steps down in 
2000. 

If Mr Welch and his colleagues were 
unhappy at that prospect, the sooner Mr 


Wendt left the better. And bis exit has 
allowed the promotion of several execu- 
tives in their 40s and 50s, in the run-up to 
the more critical retirement of Mr Welch 
- though no successor has* yet 
mqqr ged- 

But this also smacks of Mr Welch reas- 
serting control over GE Capital, w hich 
contributes 40 per cent of group profits, 
but which Mr Wendt ran as his personal 
fiaMnm. That may be no bad thing- Mr 
Wendt was very good at expanding GE 
Capital, particularly by acquisition. Den- 
nis Dammennan, the new chief and a 
close ally of Mr Welch, will pay more 
attention to costs and integrating the 
myriad small businesses be inherited. 
But with its Industrial markets now slow- 
ing, GE cannot afford to lose GE Capital’s 
premium growth. , 

GTS/Esprit Telecom 

No second tier telecommunications 
operator has yet managed to build a Euro- 
pean business with the clout that World- 
Com wields in the US. Global TeleSystems 
is making the strongest stab so tar by 
buying Esprit Telecom. 

GTS is doing far more than just taking 
out a direct competitor. In an industry 
where the biggest challenge is to put a 
network in place as quickly as possible, it 
is saving itself up to three years work. 
This should cut the two groups’ invest- 
ment require m ents by $30m in 1999 and 
by SlOOrn the following year. GTS already 
had the largest seamless long-distance 
network in Europe, but had only just 
bought its way into the retail end of the 
market Esprit, meanwhile, had a strong 
retail base but needed to do far more on 
its network. 

Needless to say, neither business has 
made a profit - indeed, the pair lost 
fl35m between them last year. But the 
combined group's enterprise value of 
nearly $5bn compares with revenues far 
the last quarter of 9482m. In the topsy- 
turvy world of telecoms valuations, that 
looks cheap. Colt Telecom is forecast to 
make 9690m of sales in 1999, but its enter- 
prise value is $9bn. No wonder these two 
Nasdaq-listed mphans are so keen to join 
Colt on the London Stock Exchange. Colt 
has sounded reluctant to pursue similar 
size deals, but it will bedifficult to ignore 
GTS’S challpng p. 
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FT WEATHER GUIDE 


Europe today 

Norway, southern Sweden and 
Denmark wifl have snow which will 
be heavy In places. Elsewhere in 
Sweden, and in Finland, It will be 
mostly dry. The Low Countries, 
Germany, Austria, Switzerland and 
northern France will be overcast 
and misty with rain falling as sleet 
and snow in the east and over the 
mountains. The south erf France 
wfll be dry with sunny spells. The 
eastern Mediterranean wfll be very 

showery but most other parts of 
the region will be fine. Eastern 
Europe and the Balkans vriU be 
cold with snow. 

Five-day forecast 

North-west Europe wfll remain mild 
but rain we move in from the 
Atlantic. Eastern Europe witi remain 
cold with snow for most pans. The 
Mediterranean wifl become settled 
and dry with sunny spetis, but 
showers are flkafy again in central 
and western parts by the weekend. 
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minister rebuffed 

Nato nuclear strategy 


from nuclear, nhwitnai and biologi- 
cal weapons. 

Mr. Fischer agreed that mass 
• destruction weapons in the bands Of 
people such as Iraq’s President Sad- 
dam TTrrespin were “the most impor- 
tant threat fixin g tha alliance”- But. 
turning Nato’fl nuclear- orthodoxy 
upside down, he then, argued that 
the best way to tackle this threat 
was' to ^create a' climate of disarma- 
ment". Be said fae believed "the trig 
nuclear powers should go faster" 
jtdwaydk rednoing their atomic 
which sho uld be "weapons 


By David Buchan in Bresstils 

J oBcfaha Fischer. Germany's Green 
foreign minister, challenged Nato 
yesterday to reduce its dependence 
on nuclear weapons. He also critic- 
ised the alliance’s traditional refusal 
to ride out being the first to use 
atomic arms. 

At yesterday’s meeting of Nato for- 
eign minis ters, the three nuclear 
weapon states — the US, Britain and' 

France - reacted cooQy to the first 
open questioning of Nafcc ’ "* 1 " 
doctrine by a major aHy.*_ 
they saw no reason to: tii»a^ 
strategy that had served : • jftscher insisted this was In 

for 50 years. A-- "hue With agreed coalition' policy in 

But UK and French »fc/mg h Rudolf Scharping, the 

draw attention to recenl ato^ji^ .i^ri socialist defence minister, has 
their atomic arsenals, contradicted Mr Fischer’s 

Fischer hailed the final'ct^aUn^;:.^^ 4 Iato to Itorego any first use 
qufes .endorsement of.dfcan^jKHfon^ r^^ujdnarw^pans. - V 
efforts/- • 'n ^Mf.Fischer gotlittiecraert support 

Mr Fischer made his Nato dsfmirat fftjm other ministers: Bat in their 
ameeti^ebtefiy devistodtopr^ara-:^ fi^.commiuUqiM ..Ntate; elites said 
tipp of a new "strategc erme^pt". to 1 - they were ready to nepgjand their 
be £^opted-at next year’s Ttefenf* y- ef for y to combat.3tass .destruction 
tomsummiL . : '/rij.f .^rvKbpaos, prpbabiy' threu^i better 

roe meeting focused largely ritiegjgence sharing. mA civil emer- 

appeals' for Nato to hroad^^ST.^gj^ry'pJarming, 
defence remit to tackle hew threats';'’ 'This, peine >fter .thfiy heard a 

*e: •’ii-'* -• ’ . 


strong appeal from Madeleine 
Albright, US secretary of state, for 

defence of our emumon 
interests’*, beyond the alliances tta- 
SSl protection of its own terri- 
tory. Mre Albright described as tog- 
wash** criticism from 
that Washington was trying to 

«Sri t rSe S Nato treaty which. 

she said, contained "the flexibility to 
mMt tommon threats that could 
originate beyond our immediate hor- 

dB E”any case, she said, "a ballistic 
missile attack using a wea pon of 
destruction from a rogue state 
would be lust as much a classic case 
for collective Nato defence asa 
Warsaw Pact tank was two decades 

*^At the same time, a few allies 
expressed the desire for some geo- 
graphic. legal or functional limit to 
this broader defence. 

France’s foreign minister, Hubert 
Vfidrine, cautioned against “too elas- 
tic an interpretation of these new 
common interests”, and said Nato 
should stick to its earlier commit- 
ment to acting under the authority 
of the United Nations Security Coun- 
cil. 


Clinton 



ck in late 


move to avoi4 nripeachment 


By Bart Suzman ta W asM n tj ton ■;!; 1 

The -White . House ■ yesterday 
la infobetT^ desperate bid to stave off 
inmea rdnarnd oTPresii&te kjn Oin- 
ton over the Mmncg I^wnsky scan- 
dal. . ' » - • > - ' 

Lawyers for the preaJdeait admits: 
ted that Mr Clinton’s testimony 
under oath had been “evasive, 
incomplete, misleading, even mad- 1 
dening", but it was not perjury. . 

The White House’s tactical retreat 
came at the opening of this week’s 
bearings by the House Judiciary 
committee which could vote for the' 
third time in history to impennh' a 
president 

Gregory Craig, a White House law- 
yer, said the president felt a "pro- 
found and personal" regret for try- 
ing to cover up his affair with Ms 
Lewinsky. 

But-he insisted that while Mr Clin- 1 
ton agreed- his behaviour had been 
"morally wrong", it was not Illegal 
and did not merit his removal -from 


v„* • 

g)> conrjHQtory com- 
mehts marked - g - shift- px White 
House fitratt«S, 7 'wh5ch ?djjce last 
huanth's oiaipHohs has 

taken a coafrontetiqpjfl; attitude 
towards the opmrdifiea'g ’Investiga- 
tion. . • *»'! ■ . r. 

• By moving to Mr 

Ctinton’s personal ijontritibn and 
directly confronting tiie_ charges 
•against him, the White Bouse hopes 
to persuade key Republican moder- 
ates to vote against impeachment ~ 
Democrats initially assumed their 
.unexpected success in the mid-term 
Crmgivrtclnn*! elections last month 
would lead to a rapid resolution of 
the impeachment investigation. 

But Mr Clinton’s legalistic and 
combative response to' charges laid 
out by Kenneth Starr, the special 
prosecutor, has infuriated Republi- 
can right-wingers and rein vigors ted. 
the investigation. 

While there- Is virtually no pros- 
pect that the Senate would vote to 
convict Mr Clinton, there is now a 


^^-dynamics: 

focusing on 
what matters 



The euro has a myriad of implications for 
iratSlutional investors 

The euro amplifies foreign exchange and cash 
management and provides cost savings as 
investors streamline their relationships in the 
euro zone. Furthermore, as the euro markets 
develop, they generate new instruments, deeper 
markets and a whole range of attractive, if 
complex, opportunities. And with this comes a 
‘vftote consteflanon of new nsk and investment 
management considerations. 

These complexities make it crucial to have a 
trusted and knowledgeabJa partner with 
unmatched European expertise. A partner who . 
fctens to your financial objectives and then 

focuses on what matters to you. 

That partner is Deutsche Bank, with a proven . 
track record spanning a full range of investment 
instruments. Our growing Inst ol accolades 
include "Number 1 for Best advice & research 
on the euro"* and "Best MTN House" 

Dourache Bank talks to more institutional 
investors in Europe than anyone else We rate 
this breadth of experience and our powerful 
balance sheet to devise aolutkais that make life 
wmpier and more profitable for our clients. 

Think euro, think Deutsche Bonk. 
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realistic possibility that unless he 
can win over a number of Republic 
cans, the foil House may vote to 
impeach him. 

The Republican majority on the 
divided committee is expected to 
approve at least one article of 
impeachment charging Mr Clinton 
with perjury, and possibly others 
relating to obstruction of justice and 
abuse of power. 

Mr Craig insisted that the allega- 
tions and the evidence contained no 
proof that Mr Clinton intentionally 
lied under oath. 

- "Whatever there is in the record 
that show that what the president 
did was wrong and blameworthy, 
there is nothing in the record or the 
facts that would justify his impeach- 
ment," he said. 

To bolster the White House case; 
Mr Craig called a series of expert 
witnesses, who testified that the alle- 
gations against Mr Clinton did not 
meet the standards of impeachment 
laid out in the constitution. 
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K * German banks face change 

t* Germany’s banking sector, king divided into 
to'; rival commertiai and public sector camps, is 
poised to undergo its biggest upheaval since 
ify the second world ww as a reeiit of a European 

ft,' Commission investigation, according to a lead- 
in*; kqj private sector researcher Page 18 1 

^ Egyiit launches into satellite age 

b‘, ‘ Egypt sitBrxfato 

^ 'ir^; expand rapidly its pool 

of kyestors on the 
iv. ^ r-r ■■■-•: Stack exchange by 

. & tiansmtolng TB&-ttme 

Ck - - \ ■■- ; § informatkm on the mar- 
ls, 1 I*’ R ket via sateflite Bnks to 

a V : -.' vt §7 domestic and regional 

i 0 . . --a '- ■■ y*Vj S stibscrfoers. The Cabo 

* y f. Tv. ? and Alexandria Stock 

h / : Exchanges hope this - 

vf move wffl double the 

1 • > - w - -•■••vu-**, size of their investor ■ 

* bas& The Madrid stock exchange wffl provide 
the technology. Page 38 " 

£ Investment bankers leave Asia 

7 Investment banks have been retreating from 
< Asia since the summer. NBdco Securities (Hong 
^ Kong) has packed up; Banco Santander and 
^ Schraders have largely quit the securities busi- 

- ness; and headcounts are down,' most recently, 
at Merrill Lynch and Warburg DiBon Read. Pri- 
mary marfcetbusiness and c^rency and fbcad- 
rrrcome trading have evaporated. Pag* 20 

6 Beaudoin steps aside at Bombardier 

Laurent Beaudoin is stepping aside as chief 
executive of Bombardier, the Canadian aaro- 
r space and transportation group, after more than 
[ 30 years at the company’s hebn. Robert Brown 

wffl replace him on February I. Page 22 

■< Imfia loosens pepper trade rules . 

: The Indian federal government has fcerafeed 
v Aj the trading rules for pepper and will aflow for- 
V eigners to give quotes in dollars. This move 

- .? should boost the low daBy trading volumes at 
!-' the International Commodity Bcchange for. Pep- 

per to the southern city of Kochi. Page 28 

Downgrade hits insurance shares 

— European Insurance stocks cane under preen . 
sure after the sector received a broker down- , 
^ade on the view that its relative out- 

~ performance during mtich of 1998 was unlkeiy 
to be repeated next year. Page 38 

Tei Aviv to start atocfironic trading 

; 'J The Tel Aviv Sock Exchange Introduces^! . 

IT electronic tracing system, next Week foHrpprpve v 
ffqofdfly. AttfiarTKXT>eritbond prfcesareit»Md 
’* once a day via an autdmatecfiBx^iorMRag^ 28 

Resurgence ofMalay^ffitfe^iinp® 

Twice flooded mxl abandpned^e Sln§et ~ 
Lambing mderground tin mine In' MaJa|Sk , » ;'V 
Pahang state, once the counts largest, fe-^v 
enjoying a renaissance. Page 28 ■ rr. 


COMPANIES IN THIS'ISSUE 1 


this year's jcriftt veatare with 
British . TeJecomtmmjcattons, 
would provide the platfiam for 
the US company’s Inter- 
-national growth, said Mr Arm- 
strong. the- chatn nan. “AT&T 
was a domestic, campany. We 
have just repositioned it as a 
^obal player," he added. - 

The deal follows ah auction 
of the datst network hy IBM, 
adrich decided earlier this year 
to concentrate Us resources on 
areas which ware more central 
to ttslKKlaess. 

Lou Gerstner, IBM chair- 
man, said' the opeeratian had 
been developed during the 
USDs at -a time when telecoms 
companies were either oninter- 
ested in or ^evenfod hy regu- 
lation from assembling oross- 
border data networks. With - 
the biggest telecoms compa- 
nies now seeing this as cea- 
tral, and with laige Investment 
needed to wwrinf»fa a techno- 
logical lead, IBM had decided 
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US GROUP POSITIONS fTSELf FOR INTERNET BUSINESS AS GLOBAL TELECOMS CONSOLIDATION CONTINUES Deutsche 

issues 
big bond 
in euros 

By Wncant Boland In London 
and Tony Bather in Frankfurt 

Deutsche Bank yesterday 
launched the first big 
exchangeable bond issue 
denominated in euros, to raise 

up to EUbn tallowing Its pro- 

By BtehanTWilats tacMew Vo* -this year’s jqfut ventore wftii posed JlO.lbn acquisition of 

British Telecommunications, v Bankers Trust of Uve US. 

Michael Armstrong extended would ra~ovide the piatform for The bonds can be exchanged 

I tiis zapid-fire series of acquisT the US company’s inter- for shares in Allianz, the Ger- 

j Has and Jidot ventores made national growth, said Mr Arm- man insurance group. Dcut- 

stace he took duirge of AT&T strong, the chairman. “AT&T echo has a IQ per cent stoke in 

a year ago, tins time agreeing was a domestic, company. We the insurer, which would be 

to jay fStsi for a w o r ld w i de have just repositioned It as a cut to 8J3 per cent if all the 

data network rqn by IBM. ' global player," he added. bonds were exchanged. 

Yesterday's deal is likely to The deal follows an auction Deutsche did not link the 

play a central part in the US of the data netwoai by IBM. bond issue to the Bankers 

telecommunications com- which decided earlier this year Trust deal but analysts said 

party’s -atte m pts to raise its to concentr at e to resources on the move confirmed their view 

presence as « £rovMar of inter- areas which were more cehtra! AT&T c fw ftr na n Michael Armstrong fright) and Lou Gwnrtnar, Ids counterpart at BM, in Haw York y wter c ta y flp that the bank would need to 

net smvto^partioalarly to to ha business. sell-part of Its extensive hold- 

laige nmBtoationrt companies Lou Gerstner. IBM chair- to heat a retreat, be added. world, although AT&T will also announced a series of ings in some of Germany’s 

- an area in which It has man, «dd - the operation had The purchase will bring acquire the routers and “outsourcing" arrangements, largest companies to finance 

lagged wed behind rhnda such been developed during the AT&T a business with annual switches that direct traffic. with IBM agreeing to pay the acquisition, 

as MCI WorldCom- • lB6Qs at -a time when telecoms revenues of $l.5bn, 5,000 Mr Armstrong said the pur- AT&T $5bn over the next five When announcing the pur- 

AKhough the price is consld- companies were either nnhxter- employees and what it said chase would give an immedi- years to carry its own data chase. Deutsche explicitly 

enddy more than the network ested in or prevented hy regu- were “several hundred” large ate boost to the BT joint ven- traffic and AT&T paying ruled out selling any of its 12 

had iwan piqwx-tod to th« Tafian from assashhhg ^ross- companies as enstomers. The ture. IBM's network already IBM Whn over 10 years to han- per cent stake in Daimler- 

strategic significance of the border data networks. With- network is also said to carry extends to 99 of the 100 inter- die some of the software appU- Chrysler, the jewel in the 

deal gave a big lift to AT&T's the biggest telecoms oompa- internet sendees tor more than national cities that the two cations of the network and crown of its industrial hold- 

share price yesterday, boosting xnes now seeing this as cen- 1 million individuals. had earmarked for the initial manage its data processing ings. But it did not mention 

the stock nearly 5 per cent trad, and with large Investment Many of the facilities in the $5bn phase of their expansion centres. Allianz by name. 

during TTKvmtny trading. needed to w«riwt«tw a techno- network are leased from tele- over the next three years, Deutsche is expected to raise 

llie. acquisition, along with logical lead, IBM had decided corns companies around the The two companies Lex, Page 16 further debt to pay for Bank- 

ers Trust, and has said It will 

* -m „ ' • ^ m _ also raise new equity. 

Global TeleSystems pays $750m for rival 3SS 

•» . A. V vertible bond launched late 

last month by France Telecom. 

By Ain Cam hi Lonkm v - ■ value of tllhn. It is a first Neither GTS nor Esprit is expected to be accounted for as company during the transition It is also the first benchmark 

— 1 r sign of consolidation within profitable, as they are still in a pooling of interests, which working directly with Gerald issue denominated in Europe’s 

Global TeleSystems, a the European telewims Indus- their development phase. They confers significant tax bene- Thames, GTS president and new currency, to be introduced 

US-based, telecoms group with try after almost a year of mar- are listed on Nasdaq and Eas- fits. Although pooling of inter- chief executive. at the start of next year. 

mftg* of its- operations in east-. k£t fiberallsation. It »!«» bears daq and may seek a listing on ests is common in the US, it Mr Thames said the com pa- It is the latest in a series of 

era and central Europe, is buy- out analysts’ predic tion" that the London stock exchange, will be the largest US/UK deal nies shared a similar vision big convertible and exchange- 

lng .Esprit Telecom, one of companies owning a network- where the combined group to be treated in this way. and culture. The aim was to able issues in the past few 

E u rop e’ s hew alternative oper- ing.tnfrastrnctnre will become . could qualify for the FTSE 100. Some 65 per cent of the hold- create the leading provider of weeks, coinciding with the 

atpip,-torf757m. . Increasingly attractive as GTS has proposed to ers of Esprit voting stock have “carriers’ carrier” and bust- upturn in global stock markets 

The deal combines two of. .acquisitions as the market exchange 0.89 shares of its irrevocably agreed to the offer, ness telecoms services across and sharp foils in European 

Em^ejS''fostiestEro9^i^4ode-. matures. . stock for each Esprit Telecom Walter Anderson, the compa- Europe. Carriers’ carriers are interest rates. 

pemSai^operafSre'B^^rairic^t-' - TTre combined 1 group will American Depositary Share, ny's former chairman, who. . the wholesalers of the Indus- Bankers at Deutsche, which 
iqg a broad. range of servioe&r have around 3,000 employees,' Based bn GTS’s closing com- lost a boardroom dispute last try. selling capacity on their underwrote the issue, said 

tojJmri&B^ incluffihg voice, inure, than 85,000 business cus- mon stock price of $41.75 on month over management, is to networks to other operators. demand for the bonds was 10 

dStS^arm i&tezhe^^arylces. . tamers irt%edtexn Europe arid Monday, the offer values each serve as special consultant to The dea l is subject to share- times the amount available 

They h^bemfierce con^jeti- £ network,-. With more than Esprit ADS at $37.16 and repre- the GTS board of directors. holder approval. and they were expecting to 

tpB^'but wtfl creata a ccahpany j 9,200km of high capacity fibre sente a 2JL8 per cent premium, David Oertle, Esprit chief close the deal last night, a day 

witfe-W oetTmato H Vnfrirgt / rathttog . . the companies say. The deal is executive, will stay with the Lex, Page 16 earlier than anticipated. 


to heat a retreat, be added. 

The purchase will bring 
AT&T a business with annual 
revenues of $1.5bn, 5,000 
employees and what it said 
were “several hundred” large 
companies as enstomers. The 
network is also said to cany 
internet services for more than 
1 million individuals. 

Many of the facilities In the 
network are leased from tele- 
coms companies around the 


world, although AT&T will 
acquire the routers and 
switches that direct traffic. 

Mr Armstrong raid the pur- 
chase would give an immedi- 
ate boost to the BT joint ven- 
ture. IBM's network already 
extends to 93 of the 100 inter- 
national dries that the two 
had earmarked for the initial 
S5bn phase of their expansion 
over the next three years. 

The two companies 


also announced a series of 
“outsourcing" arrangements, 
with IBM agreeing to pay 
AT&T $5bn over the next five 
years to carry its own data 
traffic and AT&T paying 
IBM $ihn over 10 years to han- 
dle some of the software appli- 
cations of the network and 
manage its data processing 
centres. 

Lax, Page 16 
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By Ai wt Cam la London L . . - 

Global TeleSystems, .a 
US-based teteooms group with 
most of ite operations in east- 
ern mid central Europe, Is buy- _ 
lng .Esprit Telecom, one of 
Enxppe’s hew alternative oper- 
atpiB,f<>r $757m. 
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iqg a hr^d. range of serrioesM' 
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TheyWvebriwifiercecori^jeti- 
toBs^W wtSqneatea company j 
• WithTaii' estimated market 

S' : 

■^y 

. *" ,r 'V’.-. . •; •’ 7li- %’■- 

ByMm m rime . 
and BaeR Dyer In Sfeo Prato 

, — u 

JG Peomeyj toe USretaSl cfaafti,- 
has token controlbfli^Bs Km* , - 
ner,: a . foinfly*»mfid JowSiljoI 
Brazifiah de^rtoieht stom, 
for ran jmffladdaBd apigiint 
Analysts . befleve JC Fmmey 
paid a ^ substantial premium 


value of $4Jbn. It is a first 
tagn of consolidation within 
tins European telemms indus- 
try after almost a year erf mar- 
fed fiberallsation. It also bears 
out analysts’ predictions that 
companies owning a network- 
ing Infrastructure will become 
increasingly attractive as 
.acquisitions as the market 
matures.^ ■ s 
- The combined; group will 
have around 3,000 employees, 
more, than 85,000 business cus- 
tomers irriwetttern Europe and 
a network), with more than 
9^200km of high capacity fibre 

. mtWHwg. ; 


Neither GTS nor Esprit is 
profitable, as they are still in 
their development phase. They 
are listed on Nasdaq and Eas- 
daq did may seek a listing on 
the London stock exchange, 
where the combined group 
could qualify for the FTSE 100. 
- GTS has proposed to 
exchange 0.89 shares of its 
stock for each Esprit Telecom 
American Depositary Share 
Based on GTS’s dosing com- 
mon stock price of $41.75 on 
Monday, the offer values each 
Esprit ADS at $37.16 and repre- 
sents a 22-8 per cent premium, 
the companies say. The deal is 


expected to he accounted for as 
a pooling of interests, which 
confers significant tax bene- 
fits. Although pooling of inters 
ests is common in the US, it 
will be the largest US/UK deal 
to be treated in this way. 

Some 65 per cent of the hold- 
ers of Esprit voting stock have 
irrevocably agreed to the offer. 
Walter Anderson, the compa- 
ny's former chairman, who 
lost a boardroom dispute last 
month over management, is to 
serve as special consultant to 
the GTS board of directors. 

David Oertle, Esprit chief 
executive, will stay with the 


company during the transition 
working directly with Gerald 
Thames, GTS president and 
chief executive. 

Mr Thames said the compa- 
nies shared a similar vision 
and culture. The aim was to 
create the leading provider of 
“carriers’ carrier” and busi- 
ness telecoms services across 
Europe. Carriers’ carriers are 
the wholesalers of the indus- 
try. selling capacity on their 
networks to other operators. 

The deal is subject to share- 
holder approval. 

Lex, Page 16 


acquires Brazilian chain Lojas Renner 


nver Lqjas Banner's estimated 
ftto value of SXQfen, despite a 
-faH to consumer spending, 
vf One-analyst said: “JC Pen- 
(ney has just bought one of the 
bert fifoichlfles in the business. 
Lojas Kenner was managed 
very successfully by a team 
hi g hl y focused on rfiant seg- 
mentation. JC Penney is going 


to revolutionise this business 
in Brazil." 

Yesterday’s acquisition 
underlines the heavy flow of 
foreign investment into Brazil 
despite the likelihood that the 
economy will suffer a reces- 
sion next year. 

Also yesterday, BASF, the 
German chemicals group. 


announced it would invest 
$803m in its Brazilian 
operations over three years. 

The ability of the govern- 
ment to meet the terms of a 
$41 ^bn financial aid package 
led by the International Mone- 
tary Fund will depend partly 
an the depth of the recession, 
with output forecast to foil by 


1-4 per cent However some 
economists believe that strong 
foreign Investment, especially 
in the energy and telecoms 
sectors, will cushion the econ- 
omy next year. 

Lojas Benner has 21 stores 
and plans to open 10 new 
stores in Sflo Paulo. Revenues 
since 1994 have nearly doubled 


in real terms to a forecast 
$1 85.5m this year, while net 
income rose by over 150 per 
cent to $16£m in 1998. 

The arrival of JC Penney in 
Latin America's biggest mar- 
ket is likely to increase pres- 
sure on other department store 
chains, most of which are 
struggling to stay afloat 
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H0*4£urei level, and the . . 
energy-rich. Goldman Sachs 
Commodity Index shows a 
y ear -a n-year decline of 30 per 
/w»f gome- curious paradoxes 
- in the securities markets are ' 
hi g hli g hted-, 

- Hirst, consumer price 
toflation has fallen almost 
ev e r ywh ere but asset price 
Inflation has continued. Gavyn 
Davies, chief International - 
economist of Goldman Sachs, 
calculates that global financial 
wealth has risen by SO per cent 

inthepastjamontbs- 
-Wdl, maybe it is not so v 
pS^doxicaL A transfer of 
■wealth foam raw materials ' 
prpdsdenr to consumers should. 


discounting a recession, or 
even a depression, with all 
that implies for a rfwiHne in 
■ credit quality. Yet the Western 
stock markets, especially Wall 
Street, are apparently in 
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; -But thereteawonrthat 
mfokete ate responding. . 

. pxforigaflyto the injecticm af , 
IquiStybythe leqiteag central 
bankal The latter only have 
one mainpoEcy toed, fnterest 
rates, ffud in seeking to bead 
off a global economic , 
slowdown they maybe *- 
inflating bribWeain securities ’- 
TBatkete- 

Thls brings ns toparadox : 

twol Bond market credit ... 
spreads, wWch are wide, but : ; 
bad beennauowing.ha ve 


whidi follows the igwet to the 
Brazilian bafl-out pfonand-ths’ 
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have suffered toqi ?- 
This leaves the bomP 
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George Magnus, chief 
economist at Warburg Dfllan 
Bead, says that there is dearly 
a bubUe here, and indeed the 
US Federal Reserve has 
injected an dement of moral 
hazard into the market place. 
jBut t^e bubble could yet be 
t w ffet W l finthar, 

■ CrossBorder Capital, the 
. London consultancy that 
tracks ^obal liquidity, says its 

G8 fiquldity inffleator bounced . 
tq> in October to an 
j . above-neutral 5L9 pa: cent, . 
well up from an August low 
paint of 46J9 per cent Fed 
poftcy is “veiy loose”, says 
I CrosSBarder. 

, But global liquidity,. it adds, 

. follows a strong cycle with an 
average period atfl.7 years. 
Given .find *h» last significant 
low Was in March 1989, 

followed by a mid-cycle dip in 
Deoanber 1994, a rarfons - - 
fiquidltysqneezemay.be 
imminent 

GavynDavifis insists, 
however, that fheina Is no 
bubble - iwtyet, anyw. ' • 
CmraBt values can be fully \ 
explained in terms of sharply 

felling K<dc pnml mM mi bo*b 

bonds and eqoifies, after four 
years In which global inflation 
expectations have declined by 
KM basis points. 

A ishardjo understand, 
howevEJ^wJrf equityrisk . 
pmc^tioosiriwulibe so low. 
ffiaksufrecesSfiJn are surely 
quite bi^lLMareover, Mr 
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Davies offers a third paradox: 
on his model, equity prices are 
vulnerable both to the 
appearance of deflation, or to 
the reacceleration of higher 
Inflation. The path of 
righteousness is narrow 
indeed. 

In foot others could question 
the whole paradigm. Perhaps 
the equity market is being 
priced off the risk-free bond 
yield and not the more 
appropriate corporate bond 
yield, which is in fact ‘ 
capturing the recession risk, 
whereas government bond 
yields are being held low by 
“flight to safety" 
considerations. 

The equity risk premium 
.certainly appears to be much 
higher for second-line stocks 
than for blue chips. 

An important underlying 
theme is that of excess 
capacity, which is. now 
afflicting not only 
manufacturing and natural 
resources production 
worldwide, but Is also 
-Spreading to distribution and 
services too. 

George Magnus points out 
that in previous postwar 
cycles, cuts in interest rates 
-have reflected the abatement 
of inflationary, pressures and 
bare signalled the return of 
growth. 

This, time it is different: the 
easing is a reflection of 
persistent economic weakness 
in large parts of the global 
■ e co n omy. 

Japanese investors haw 
absorbed this lesson since 
1990. Pans of Wall Street 
should keep a wary eye on 
those commodity prices. 
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CHEMICALS SUPERVISORY BOARD AGREES I N PRINCIPLE TO TIE-UP WITH RHONE-POULENC •- __ 

Hocchst unions approve merger plans 


By Graham Bowtey hi Frankfurt 

Hoechst of Germany 
yesterday won approval 
from unions and indepen- 
dent industrialists who sit 
on its 20-strong supervisory 
board to proceed with Its 
planned merger with Rhone- 
Poulenc of France. 

But confusion surrounded 

the decision after unions. 

which have raised concerns 

about job losses, claimed 
management had agreed to 
further talks on the merger, 
which could delay its 
approval. 


Hoechst said the supervi- 
sory board had agreed to 
plans to spin off the group's 
Celanese basic chemicals 
and Tirana technical poly- 
mers businesses into a new 
company, to he called Cela- 
nese AG. The board also 
agreed “in principle” to the 
merger of remaining phar- 
maceuticals and agrochemi- 
cals activities with Rhone* 
Poulenc into a single com- 
pany, to be called A vends. 

The board's decision 
means Hoechst will seek 
final approval from share- 
holders at the group’s 


annual meeting on May 4, 
Hoechst said. “We feel that 
we have the OK.” a company 
spokesman said. 

However, Rainer Korn- 
iphn. regional leader of the 
German mining, chemical 
and engineering' »»iiw in the 
state of Hesse and who sits 
on the supervisory board, 
said: “The supervisory board 
of Hoechst AG agreed. ..to 
discuss further the separa- 
tion of Celanese and the 
joint venture and eventual 
merger with Rhdne-Poul- 
enc." 

In the classic German 


Private call for German banks 

A European ruling may herald big changes, writes Tony Barber 


G ermany's banking sec- 
tor, long divided into 
rival commercial and 
public sector camps, is 
poised to undergo its biggest 
upheaval since the second 
world war due to a European 
Commission investigation, 
according to a leading pri- 
vate sector researcher. 

Dieter Hein of Commerz- 
bank. Germany's fourth larg- 
est commercial bank, says 
the public sector banks may 
be forced into partial privati- 
sation it as seems likely, the 
Commission rules next year 
that they have breached 
European Union competition 
laws by receiving certain 
types of subsidy from their 
state owners. 

This would open the door 
for private German and for- 
eign banks to increase their 
market share in Germany, 
by buying into the public 
sector institutions. They 
would thereby gain access to 
the roughly 50 per cent of 
the domestic deposits and 
loan business that public 
sector banks control fn 
Europe's biggest economy, 
Mr Hein says. 

“This story has never been 
properly told up to now. 
There has been very little 


work done on the Implica- 
tions for the public sector. 
What we could see is a com- 
plete shake-up in the Ger- 
man banking market, where 
everything has been frozen 
since the 1950s.'* Mr Hein 
told the FT. 

With more than 3,000 
banks, ranging from giant 
commercial institutions such 
as Deutsche Bank to small- 
town public sector savings 
banks which started life as 
establishments to care for 
the poor, Germany's banking 
sector has long been the 
most fragmented and over- 
crowded In Europe. 

The big four private banks 
- Deutsche, Hypo Vere ins- 
bank. Dresdner Bank and 
Commerzbank - enjoy a 
mere 15 per cent of the 
domestic market for assets 
and deposits. What is more, 
they have never bad much 
prospect of significantly 
increasing their market 
share, because of what they 
view as the political protec- 
tion and privileges afforded 
to their public sector rivals. 

It is partly for such rea- 
sons that Deutsche has tried 
so hard over the past 10 
years to build up other areas 
of its business, notably inter- 


national investment bank- 
ing. an effort which culmi- 
nated last month in the 
acquisition of Bankers Trust, 
the eighth largest US bank. 

To private German banks, 
the heart of the problem lies 
in the 13 Landesbanken. 
which operate both as hanks 
to Germany's lander (states) 
and as wholesale commercial 

hanlrs. 

By law. they enjoy an 
unlimited guarantee from 
the German state and can 
never go bankrupt As a 
result they receive higher 
credit ratings and pay lower 
rates of Interest than mi ght 
otherwise be justified. This 
is no small matter, because 
some Landesbanken are 
developing commercial activ- 
ities such as trading and 
investment banking, in 
which particularly good 
credit ratings can lead to a 
crucial competitive edge. 

In addition, these banks 
have increased their share 
capital and reserves by 
accepting assets transferred 
by their state backers and 
paying only minimal interest 
on them. Westdeutsche Lan- 
desbank did this In 1992, 
integrating a public bousing 
agency controlled by the 


style or industrial organisa- 
tion. half of the members of 
Hoachst’s supervisory board 
are workers’ representatives. 
In a break from the German 
tradition, the new company, 
which will be based in Stras- 
bourg and be incorporated 
under French law, will have 
no labour representation on 
Its supervisory board. 

Hoechst managers have 
already held talks with 
workers about possible job 
losses after the merger, 
which will create the world’s 
largest life sciences group. 
The companies • have said 


they expected synergies 
worth around SI 2bu a year 
within’ three years but they 
have, hot announced the size 
of job lesses. 

Hoechst will today address 
employee concerns when it 
publishes an internal, state- 
ment underlining its com- 
mitment to jobs ami invest- 
ment at its pharmaceuticals 
site near Frankfurt. The 
statement will repeat 
Hoechsf s commitment to an 
agreement signed last spring 
which . guaranteed certain 
employment and Investment 
levels until 2002. 



btf na kbgg 
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state of North Rhine-West- 
ohalla and ad din g a healthy 
DM4bn ($2.4bn) to its share 
capital while paying only (L6 
per cent interest 
In December 1994, Ger- 
many's commercial banks 
submitted an official com- 
plaint to the European Com- 
mission about the West LB 
case. Mr Hein believes the 


Ywoodl SOT fens 

final verdict expected in the 
first half of next year, could 
be devastating. 

After studying a prelimi- 
nary Commission, report 
published last June, he says 
the Commission is likely to 
surprise those who thought 
it would accept a compro- 
mise under which WestLB 
would keep its subsidies but 


Since the formal 
ann o uncement of the merger' 
this month there has been 
unease In Gera any about 
the disappearance of the. 
Hoechst name, which has a 
long tradition, and about job 
cute in the Frankfort area, 
where Hoechst has Its head- 
quarters. 

Jflrgen Dormant, Hoechst 
tfurirpian. has won plaudits 
in Germany for his radical 
restructuring of the German 
chemicals empire but some 
parts of the German press 
have vilified him for “kill- 
ing’' the company. 


agree to pay a higher inter- 
est rate. 

ingtAad . it homed in 
an the fundamental question 
of the legality of state aid to 
public sector banks. “The 
Commission is unequivocal 
that public sector companies 
which are in competition 
with other players In their 
markets may not under any 
circumstances receive any 
subsidies in any shape." Mr 
Hein says. 


I n his view, this leaves 
three options for the public 
sector banks. The first is to 
give op their commercial 
competitive business and 
confine themselves to 
regional development. Such 
a step was announced this 
month by TaririrakTertitharitr 
Baden-WQrttemberg. 

Secondly, the Landesban- 
ken may merge with each 
other. This, too, has already 
started to happen, with 
WestLB taking a 37.5 per 
cent stake in Landesbank 
Rheinland-Pfalz, and Landes- 
bank Schleswig-Holstein 
acquiring 49.5 per cent of 
Hamborgisciie Landesbank. 

Lastly, the Landesbanken 
may decide to become 
wholly commercial banks. 
However, their, low capital 
adequacy ratios and lack of 
pyppTtfap in profit-generating 
activities would make it vir- 
tually impossible- without 
some degree of privatisation. 
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to rival’s price cuts 
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INVESTMENT BANKING 

ABN Amro downgraded 

ABN Amro, one of Europe's largest banks. 

MS r^SS; 

S^toS^d B e^lit S ratlng from 

financial strength rating from A to B+. JJ* 

night that the Banco Real deal represented limited risk. 

Clay Harris 


FERRY OPERATIONS 


Stena to cut 800 jobs 

Stena Une. the world’s largest ferry operator, yesterday 
announced 800 job losses in Scandinavia as part of a 
restructuring programme. 

The Swedish company, which this autumn reported a 
SKrllSm ($l4.4m) loss in foe first nine months of foe year, 
said it was cutting 650 jobs on ferries operating out of 
Gothenburg and 150 land-based positions. Bo Severed, 
chief executive, blamed the redundancies on the need to 
trim costs ahead of next year’s abolition of duty free sales 
In the European Union. Tim Burt, Stockholm 

ASSET MANAGEMENT 

U0B buys stake in UK 

United Overseas Bank Group, one of Singapore’s largest 
banks, has bought a 20 per cent stake in Mid hurst Asset 
Management, a UK-based institutional manager of fixed- 
income funds. The stake is held by UOB Global Capital, a 
new si&skliary with which foe Singapore bank hopes to 
establish itself as a global asset manager transcending its 
south-east Asian roots. Clay Harris 
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Phone deal sought SIG works at a sleeker image Glaxo Wellcome 
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By Tim Burt in Stockholm 

Ericsson, the Swedish 
telecommunications group, 
yesterday attempted to bro- 
ker a compromise solution 
over the new world standard 
for the next generation of 
mobile telephones. 

The company, one of the 
world's three largest mobile 
telephone manufacturers, 
has proposed a twin-track 
system capable of handling 
the rival technologies being 
promoted as the new world 
standard. 

Two factions, one includ- 
ing Ericsson, have been pro- 
moting competing technol- 
ogy for the latest generation 
of mobile phones, which will 
rely on wideband radio tech- 
nolog)’ to offer enhanced 
mobile internet and multi- 
media services. 

Until now, Ericsson has 


been championing a technol- 
ogy known as WCDMA - 
wideband code division mul- 
tiple access - as the sole 
world standard for new 
mobile telephones. 

It has faced a challenge 
from Qualcomm, the US-led 
group including Lucent 
Technologies, which has 
been promoting cdma2000 - 
code division multiple access 
- as the preferred new stan- 
dard. 

Ericsson said its new pro- 
posal was to produce low 
cost dual-mode mobile 
phones serving users across 
the two standards. 

"It lays the foundation for 
a harmonised world stan- 
dard." said Ake Persson, vice 
president of Ericsson. “This 
approach would offer equal 
access to global terminal 
market volumes and also 
facilitate global roaming." 


By Peter Marsh 

The eclectic range of goods 
produced by SIG, a Swiss 
mini-conglomerate. is 
looking an increasingly, 
uncomfortable mix and there 
are signs the company is 
ready to accelerate a pro- 
gramme of change already 
under way. 

The company, which 
makes milk cartons, high- 
tech weaponry, chocolate 
packaging systems and auto- 
mation equipment, has been 
run for the past two years by 
David Syz, chief executive. 
He acknowledges there is 
still some way to go before 
what is regarded as a some- 
what sleepy collection of 
diverse interests is turned 
into a sleeker enterprise. 

“We are still too techno- 
logically driven and not 
open enough to customers." 


UNITED STATES BANKRUPTCY COURT 

southern ostrict of new york 


OLYMPIA & YORK MAIDEN LANE 
COMPANY LLC AND OLYMPIA & YORK 
MAIDEN LANE FINANCE CORP, 


CHAPTER 11 

CASE NG& 98 B 461 67 AND 
98 B 46168 (JLG) 


Debtors. : 

X 

NOTICE OF atTRY OF ORDER CONHRMNG JOWT PLAN OF REORGANBATiON 
DATS* JUNE 30,1981k AS AMENDED 

TO: AS Creditors, Equity Interest Holders and Other 
Partfei In Interest In The Above-Captioned Cases: 

PLEASE TAKE NOTICE that, on November 24. 1998 (the "Ccrffimation Date*), the H onor a ble James 


Order, the -Plan*). 

PLEASE TAKE FORTH HI NOTICE that Die Confirmation Order is avatieble for inspection in the Office 
of tin Clerk of the Bankruptcy Court at the LWted States Bankruptcy Court, 5th Root, Alexander Hamlton 
Custom House, One Bowling Green. New York. New York 10004. 

PLEASE TAKE FURTHER NOTICE tint the Plan provides mat eatfi executory contract and unupfaod 
lease or the Debtors that has not been previously assumed and assigned or rejected pursuant to a fine] 
order of (he Bankruptcy Court end which e not m specified on the list of executory contracts and imexpbvd 


and as of the Enecthre Date (whk* is expected to be February 3, 1999). shall be deemed rejected 
as c* the Effective Date In accordance Section 365 of the Bankruptcy Coda. 

PLEASE TAKE FURTHER NOTICE that al proofs of claim with respect to any claims arising from the 
rejection of executory contracts and unexptred leases, pursuant to Section 103 of the Plan, must be Bed 

wflh the Cteric of the Bankruptcy Court at the address Bstod above end saved upon David E. Reiter, Eeq- 

Ketiey Onre & Warren LLP. 101 Parte Avenue. New Ybrtc, New York 10178 ami Pad D. Leake, Eso„ WaL 
Gotsnal A Mange? LLP. 767 Hftri Avenue, New Ybifc; New Ybrfc 101 S3 no War than thirty (30) days after 
the Confirmation Due. With respect to any such claim, If a proof of cfefcn is not property and time* Red, 
weh dam shall be forever barred from assertion against the Dsutois, their estates and the Legation Trust. 

PLEASE TAKE FURTHER NOTICE that pursuant to the Confirmation Order, appfications for a final 
atiowance of compensation and reimbursement by the professionals In connection with the Debtors' 
Chapter liaises for any services rendered and expenses incurred enough the Effective Date pureuanl a 
Sections 330and 203(b) ol the Bankruptcy Code (the •C o mpen sa tion AppScationsT) stal be fifed trite tin 
jar^fusty Ctou rl no later than torty-ttye (45] days after the Efectire Data and served upon (i) Worid Financial 
Ptopetties. IQS Broadway; New fork New Vbrk 10006, Attn: Kathleen Kane. Esq: (B) wS Gotohal & Manges 


UP atoroys tarthe Debtors. 767 fifth Awnue New Yak. New York 10153. Ann: Patti D. Luke. Esq.; 
(®1 Stosock i Sfrooe* S Uvan LLP, attorneys tor the Ad Hoc Noteholders Commatee. IK) Maxtor Lane, 
New VCil^ New Y mK IMM. Ato* : fento IK. Gotten. Esq.; and fiv) Keflay Drye & Warren LLP, attorneys tor the 
I ndenture T tirtae and Datortrtfl AqanL 101 Park Avenue. New York, Now York 10178, Attic Dated E. Ratter, Esq. 
Qty??? ns . to such Co mpensator Applications shall be due el such time end In such manner os strati be 

1999*1000 am. 

5? ** ~f xg ? 30 r > . < ? ? ^ -James L Gantry, Jr.. Alexander Kentton Custom House. On* Bowing 


Objections to such Compensation Appiic 
estoMshsd by the Banknsscy Court The h 
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he said. “We have always 
- been, used to selling to 
people who come to us 
rather than the other way 
around.'’ 

Mr Syz has only a few- 
months left to oversee the 
reforms. He is due to take up 
a senior post in the Swiss 
government early Dext year. 

Admitting that SIG's prof- 
its have been stagnating in 
recent years, Mr Syz has 
promised a “substantial rise" 
this year, to get closer to his 
goal of reaching a 15 per 
cent return on equity. In the 
past it has been less than 10 
per cent 

Between 1993 and 1995. net 
profits stood virtually still 
around SFr65m, while in 
1997 the figure came to 
SFtSS^m ($88 Jim), on sales 
of SFrL89bn. Of total turn- 
over, about three-quarters 
comes from Europe. 

But even though some 
analysts give Mr Syz good 
marks for some of his 
actions, Cyrill Moser, of Mer- 
rill Lynch, believes he has 
not done enough to change 
the company - such as 
through a more vigorous 
effort to prune some of its 
more diverse activities. This 
would Imply concentrating 
on its main activities of 
packaging and packaging 
machinery. 

Reflecting the concerns. 
SIG’s shares have underper- 
formed the Zurich stock 
exchange by about a third 
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Saaee: DetastnmsKV 

since Mr Syr's arrival - hav- 
ing shown a similarly lack- 
lustre performance In the 
two years before he took up 
his position. 

Mr Syz has served notice 
that he may not keep SIG’s 
small arms division, which 
supplies the Swiss army and 
the CIA with a range of 
high-tech weaponry. 

Mr Syz agrees that there 
are few links between this 
division and the rest of the 
company and hints that he 
would be keen to sell this 
part of the company if the 
right buyer came along. 

The Posjtec division is also 
an uncomfortable fit. It 
makes industrial drives, a 
part of the world automation 
industry and a field in which 
there are several much big- 


Dated Syz, ctitaf exacutta 


ger rivals, such as the Swiss- 
Swedish ABB, Emerson Elec- 
tric of foe US and Siemens of 
Germany. Although Mr Syz 
has not ruled oat buying 
other companies to add to 
this division, analysts 
believe he is more likely to 
put this up for sale, along 
with the aims division. 

Since arriving at the 
Schaffhausen-based com- 
pany after 30 years with 
Elektrowatt, foe Swiss engi- 
neering group, Mr Syz has 
split SIG into separate prod- 
uct divisions, each with a 
brief to think globally, and is 
trying to encourage manag- 
ers to transfer ideas - for 
instance in new technology 
or components purchasing - 
more adroitly from one part 
of SIG to another. 


By Marie Huband in Cairo 

Glaxo Wellcome Egypt has 
become Egypt’s leading man- 
ufacturer of pharmaceuticals 
following its Si 17m purchase 
yesterday of a private sector 
rivaL 

The deal is the largest 
acquisition by a single com- 
pany in Egypt in recent 
years. 

The purchase of Amoun 
Pharmaceutical Industries 
(Apic) will increase Glaxo 
Wellcome Egypt's (GWE) 6 
per cent share of the Egyp- 
tian market to 9 per cent. 
The deal also makes GWE 
the largest pharmaceutical 
man u fa cturer in the country 
and foe largest overall com- 
pany in a sector which has a 
strong import element 

“The beauty of this acqui- 
sition is that the portfolio 
has an excellent fit with us.’* 
said Negad Shaarswi. GWE 
chairman, yesterday. “We 
expect the Egyptian domes- 
tic market to grow lo per 
cent annually for the next 
five years.*’ 

GWE is to buy 30 Apic 
generic brands regarded by 
GWE as necessary to expand 
its market share. The brands 
offer cheaper drugs to the 
lower income earners who 
dominate foe Egyptian mar- 
ket. "Other than being 


highly significant in itself, 
the importance of this deal is 
that it is the first of a num- 
ber of mergers and acquisi- 
tions in the fields of finan- 
cial services and 
pharmaceuticals which are 
coming up.” said Hassan 
Heikal. head of investment 
banking at EFG-Hermes, 
which was sole financial 
adviser on the deal. 

“It is a sign of confidence 
at foe macro level, and of 
consolidation of foe market, 
particularly in the rather 
fragmented pharmaceutical 
sector," he said. 

The $i.2bn sale of two 
mobile telephone licences 
this year attracted two mul- 
tinational consortia, whose 
deals Instantly surpassed 
last year’s total foreign 
direct investment into 
Egypt. The GWE deal brings 
Glaxo Wellcome ’s invest- 
ment in Egypt to $184m in 
eight years, making it the 
largest UK investor in Egypt 
outside the hydrocarbons 
sector. 

“In places like Egypt we 
feel that we need a bit more 
balance to our portfolio so 
that we have a hi gher vol- 
ume." said David Redfern. 
group finance officer of 
Glaxo Wellcome, the UK par- 
ent which is financing the 
Apic purchase. 
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Some people have described the past few 
months as a crisis in the international capital 
markets. Our clients saw it as an opportunity. 

They know they can look to 
Warburg Dillon Read to help guide them 
through challenging conditions and difficult 
times. They know we will use our global 
distribution strength and market 
knowledge to help them achieve their 
financing objectives. 

The figures around the world speak for 
themselves. Since the beginning of October, 
we have raised over US$28 billion for our 
clients worldwide, a sum which represents 
nearly 20% of the total bond issuance in 
the global markets*. US$7.3 billion of that 
. was raised on just one day, for two clients. 



. f k 


.Euro, Yankee, Domestic or Global, often 
ground-breaking, always strategically focused, 
the deals our worldwide debt capital markets 
team have co-ordinated are helping to change 
the course of market momentum, and restore 
confidence in world bond markets. 

For us, and for our clients, this is just the 
beginning. 





ranfcai dAta Bondwart, De<»nb«rT9S8;^)ocBt}rig lull apportionment to bookrunner and excluding asset-backed transactions. UBS AG. arting through ite inrejment banking* ^ision, 
warbura^DWon Read' is regulated in the conduct of investment business from and in the UK by the SFA. in the US, Warburg Dillon Read LLC, a subsidiary of UBS AG. is a registered broker- 
dealer and member of SIPC, the New York Stock Exchange and other leading exchanges. 
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COMPANIES & FINANCE: ASIA-PACIFIC 


Mitsui Life may ditch mutual status 


By Naofco Makamae and 
Gfflsan Tett In Tokyo 


Mitsui Life yesterday 
became the first Japanese 
mutual life insurer to 
announce plans to become a 
listed company, in the latest 
response to the {ailing reve- 
nues, large debts and low 
solvency ratios in the coun- 
try's life-insurance sector. 

The move, which could 
enable Mitsui to boost Its 
financial strength and enter 
new alliances, marks a break 
with corporate tradition in 
Japan. At present almost all 
of Japan’s largest life assur- 
ers are mutuals. 

Although problems in the 


industry have received less 
attention than those of the 
banking sector, there are 
signs that the government is 
planning to accelerate the 
restructuring process. 

An inspection next year by 
the Financial Supervisory 
Agency, Japan’s financial 
watchdog, of the largest life 
groups Is likely to show that 
some of the weaker groups 
are having problems reach- 
ing acceptable solvency lev- 
els. This may prompt the 
government to encourage 
more consolidation In the 
sector. 

One senior government 
official says: "Until now we 
have been focusing more on 


the banking sector. But I 
think it will soon be time to 
think about the problems in 
the insurance sector as 
welL* 

Mitsui Life, which is rated 
near “junk bond" status ty 
Standard and Poor's, the US 
rating agency, yesterday 
said the move would allow It 
to increase its capital and 
establish holding companies. 
But it said no decision could 
be ta ke n until new legisla- 
tion was introduced. 

Two large life insurers, 
which were never mutual, 
are already listed, but cur- 
rent law makes it difficult 
for life companies to change 
their status from mutual to 


listed. However, the finance 
ministry is drawing up legis- 
lation - expected to be 
implemented in 2001 - mak- 
ing it easier to switch status. 

Mitsui Life yesterday said 
it had signed contracts with 
Goldman Sachs and Nomura 
Securities for advice on the 
transition once this legisla- 
tion is in place. 

A listing will allow cash- 
strapped companies to raise 
fresh funding, analysts said. 

"This will address immedi- 
ate solvency concerns, as tt 
will provide them with a 
new source of capital," said 
Robert Garone, non-bank 
financials analyst at Dresd- 
ner Klein wort Benson in 


Tokyo. The move will also 
make it easier for life insur- 
ance companies to restruc- 
ture, since it will pave the 
way for equity swa ps an d 
holding company structures. 

Daiichi Mutual Life, which 
has formed an anianna with 
the Industrial Bank of 
Japan, said it was reviewing 
the possibility of converting 
itself into a stock-owned 
company. 

"We are still waiting to see 
what form the regulatory 
proposals take, but we antic- 
ipate that it could become 
necessary to make the 
change so that we are able to 
establish holding companies 
with our partners,” it said. 


Bankers fear losing their shirts on Asia 


Some investment houses have resisted the slump, but optimism is scarce, says Louise Lucas 


SG to cut 124 
jobs in region 


A n optimistic investment 
banker is one who gets 
his maid to iron five 
shirts at the beginning of the 
week, according to a joke 
that did the rounds during 
Asia's last market slump. 

The latest rout, which 
began in the summer, has 
sharply depleted the Asian 
ranks of shirt-owners. Indus- 
try observers turning to the 
investment banks for signs 
of optimism are finding 
these few and far between. 

Nikko Securities (Hong 
Kong) has packed up; Banco 
Santander and Schroders 
have largely quit the securi- 
ties business: and head- 
counts are down, most 
recently at Merrill Lynch, 
Bear Stearns. ABN Amro 
and Warburg Dillon Read. 

Last week Jardine Flem- 
ing. previously an Asian 
investment bank in its own 
right, became the Asian arm 
of Robert Fleming. Jardine 
Matheson, which swapped 
Us 50 per cent stake in Jar- 
dine Fleming for up to 17 per 
cent in the latter, said its 
decision was the result of 
the increasing globalisation 
of the Industry. 

“The Industry is going 
through a major contraction 
across Asia. I would not be 
surprised to see numbers 
down 15 per cent on where 
they were six months ago," 
says Harry O’Neill, manag- 
ing director of O’Neill Asso- 
ciates. a Hong Kong execu- 
tive search company. - 
He says the latest blood- 
letting has concentrated on 
debt and currency. Equities 
bore the brunt before. 

Although there are fewer 
optimists, the US houses are 
leading a bull charge. Gold- 
man Sachs, having com- 
pleted its second most profit- 


able year in Asia, outside 
Japan, is set to move into 
nlne-and-a-half floors of 
office space in a spanking 
new state-of-the-art tower 
block in Hong Kong. Head- 
count is up about 40 per cent 
since the onset of the finan- 
cial crisis and stands at 80S. 

Philip Murphy, president 
of Goldman Sachs Asia, nev- 
ertheless concedes that the 
business premise has 
changed sharply from the 
days of high GDP growth, an 
era when the role of invest- 
ment bankers was to capture 
and manage a growing pile 
of wealth and assets. 

“The environment has 
shifted away from 
bread-and-butter underwrit- 
ing business, brokerage busi- 
ness where liquidity and vol- 
umes are down dramatically, 
and become much more of 
an environment where cli- 
ents are seeing problems 
they have not seen before 
and they need creative solu- 
tions. It’s a more advisory, 
more derivatives environ- 
ment,” Mr Murphy says. 

There is also optimism at 
Morgan Stanley Dean Witter, 
which has seized the oppor- 
tunity to grab market share 
- a doubling of volumes in 
the secondary market - and 
increase its head-count The 
same goes for CSFB, which 
last year reaped 15 per cent 
of its revenues from the 
Asia-Pacific region. 

CSFB is increasing its crit- 
ical mass - not just staff but 
also stock-exchange seats 
and technology - while 
keeping costs under scru- 
tiny. Stephen Stonefield, 
chairman Pacific region, 
admits it is “a delicate bal- 
ance to achieve, not to 
tighten the belt too much 
because playing catch-up 
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SG yesterday became the 
latest investment bank to 
announce layoffs in Asia, 
writes Louise Lucas. The 
French group, which Is 
revamping rts services In 
Asia to con centr a te on a ■ 
smaller grot# of key clients, 
is to shed 124 staff 
representing 4.7 per cent of 
the Asian workforce. 

Jean-Philippe Coulter, 
chief operating officer of 
SG Asia, said the 
announcement was 
prompted by the weak 
markets in the region. 

“We have to adapt to 
circumstances if we don’t 
want to become a 
brontosaurus,” he said. 


when markets turn round is 
expensive". 

But the evaporation in pri- 
mary market business rind, 
more recently, currency and 
fixed-income trading, 
appears to have set other 
investment banks adrift 

The acquisitive Merrill 
Lynch is routinely singled 
out by competitors as being 
less visible in the markets. 
Insiders, expecting more 
heads to roll, mutter about 
low morale and a loss of 
direction. Merrill Lynch 
denies this, pointing to its 
role in recent issues, includ- 
ing the first debt transaction 
for a Thai company since the 
Asian crisis, a Bti&n ($S5m) 
deal for Advanced Info Ser- 
vice by its recently acquired 
Thai arm, Merrill Lynch 
Phatra Securities. It is also 
well regarded on • the 
research side. 

Similar talk is dogging 
some of Merrill Lynch’s 
smaller competitors. Both 
ING Group of Holland, 
which last month reported 


losses at ING Barings, and 
Cfedit Agricole, Indosuez WI 
Carr’s parent, are closely 
praminfng their investment 
hanMng aims. 

At ING Barings the honey- 
moon came to an abrupt end 
over ING's desire to improve 
returns and the risk profile, 
according to one insider. 
With the consequent depar- 
ture of staff, some of the 
once enviable franchise 
began to dissipate too. 


J o Petch, head of research 
for Hong Kong and 
China, says the industry 
rumour mill makes recruit- 
ment tough- “Whispering 
damages reputations and 
makes it harder to hire,” he 
says. 

As at ING Barings, the 
perceived crisis of confi- 
dence at Indosuez Carr 
revolves around shareholder 
commitment and manage- 
ment. The group ditched 
John Mulcahy, its managing 
director, at the end of last 
year. Soon afterwards Nick 


Harbinson, chief executive, 
relocated to Singapore, 
al thoug h he still travels to 
Hoag Kong. 

Indosuez W. I. Carr bears 
one c£ the hallmarks of a 
less than happy house: the 
headhunters bave pounced. 
The already lean operation 
Is facing markets more 
robust than expected, which 
may stretch its resources. 

With some exceptions, the 
stage now belongs to the 
global names. The more 
regional houses “would com- 
pete with their balance 
sheets, make a 15-minute 
decision on whether or not 
to commit $100m, and were 
always right [to do so] when 
markets were going up," 
says an Investment bank 
chief. 

"These firms are much 
less viable now than they 
were before. They don't have 
the balance sheets to com-, 
pete. They don’t have global 
distribution, and in a diffi- 
cult market that makes it 
tough.” 


Daewoo 
unveils 
revamp to 
cut debt 


By John Burton In Saotd 


Daewoo, South Korea’s third 
largest conglomerate, is cut- 
ting its number of subsid- 
iaries from 41 to 10 as it 
wire to halye its debt bur- 
den of four times equity by 
the end of next year. 

The restructuring comes a 
day after Korea’s top five 
conglomerates, or chaebol, 
agreed to reforms de m a n ded 
by the government 

Daewoo has been criticised 

by . the government for its 
reluctance to restructure, 
while its fiwanHAi health has 
been a concern after it bor- 
rowed heavily in the Korean 
bond market this year. 

Kim Woochoong, Daewoo 
/-Tmtrman of the Federation 
of Korean Industries, had 
criticised the government for 
its rapid schedule for chaebol 
debt redaction and asset 
sales, claiming it could 
destabilise the economy. 

The group said it would 
concentrate on four sectors 
— cars, shipbuilding, finan- 
cial services and construc- 
tion - as it disposes of 31 
subsidiaries through asset 
sales, mergers and manage- 
ment buyouts. 

Daewoo is withdrawing 
from consumer electronics 
by exchanging Daewoo Elec- 
tronics for the car company 
of Samsung, Korea’s biggest 
chaebol, ft is also abandon- 
ing the telwirnmimicaH ons 
equipment sector, with plans 
to sell Daewoo Telecom to 
foreign investors. 

Other asset sales will 
include the construction 
equipment and fork-lift 
operations of Daewoo Heavy 
Industries, Korea's second 
largest Shipbuilder. . 

It agreed in September to 
merge its aerospace and 
raffing stock businesses with 
rival chaebol to create inde- 
pendent consortia. 

Daewoo will he Korea's 
second biggest carmaker 
with its takeover of Barn- 
sung Motors. It also plans to 
absorb the commercial 
vehicle arm of Daewoo 
Heavy Industries. 

Measures to reduce debts 
will inrjnHp share and bond 
issues, with Daewoo^ claim- 
ing it has raised SfcTbn in 
overseas capital this year. 

Analysts believe . the 
effo rt s to ease ftaawgfai pres- 
sure canid postpone invest- 
ments in its car plants in 
India and Poland, where 
Daewoo has been expanding 
in spite of a glut in global 
car markets. 


ACC plans to 
raise Rs2.9bn 


By Krishna Bute 
bi Bombay 


Directors at Associated 
Cement Companies, India s 
biggest cement company, 
yesterday voted to approve 
plans for a rights and war- 
rants issue that will raise 
Bs2Bhn (*6Bm) in equity to 
ftind acquisitions and hand 
effective control over the 
company to the powerful 

Tata family. 

The move is considered 
necessary to maintain ACC s 
toad in the cement industry, 
the company said. It needs 
long-term capital to take 
part in the wave of consoli- 
dation in India's cement 
industry and to modernise 
its plants. 

ACC will also raise 
long-term debt. But fresh 
equity was essential to keep 
the debt-equity ratio within 
prodent levels, it said. 

The equity raising exercise 
will take place in two stages. 
The company will initially 
a one-for-four rights 
issue to existing sharehold- 
ers at Ks55 a share, a 35 per 
c p p* discount to the prevail- 
ing market price, with a 
total value of Rsi-Urtm- 

It will then make a prefer- 
ential offer of warrants and 
shares to the Tata family 


holding company, Thta Sons, 
and other Tata companies. 
When fdlly exercised these 
will lift the Tata stake from 
about 13 per cent to 20 per 
cent and raise a further 

RsibB. ... ' 

The total equity dilution 
would be 31 per cent. 

The move marks a signifi- 
cant departure for the TOta 
group, and Ratan Tata, the 
family head who chairs the 
main Tata companies. Is 
reviewing the group's inter- 
ests. 

ACC had earlier been 

regarded as outside the Tata 

fold. There had been doubts 
over Mr Tata’s willingness to 
plough further money into 
the cement industry. Which 
is suffering from India's eco- 
nomic slow-down. 

Analysts said yesterday’s 
decision signalled a renewed 
commitment by Mr Tata to 
core industries, which bave 
traditionally provided the 
bedrock of the Tata group, at 
a when portfolio inves- 
tors prefer light industries 
and utilities. 

They said ACC would 
dovetail its strategy more 
closely with other Tata com- 
panies and that this could 
include buying the cement 
Interests ot Tata Iron and 
Steel. 


Lippo Bank set 
for rights issue 


By Sander Thoenes in Jakarta 


Lippo Rank, thought to be 
one of Indonesia’s stronger 
banks, yesterday saw its 
shares drop nearly 8 per cent 
after it announced plans for 
a rights issue to raise 

Rp4,000bn-Rp5,00Qbn ($530m- 
9852m) and revealed heavy 
nine-month losses. 

Net losses for the first 
Titan months to September 30 
were Bp96&5bn after taking 
more than RpLOOObn In pro- 
virions fox bad loans. For the 
same period last year, it 
made a net profit of 
Rp87.7bm 

Lippo’s decision to take 
the charge against its 1996 
results to dean the balance 
-sheet is in contrast to most 
Indonesian banks, which 
have recognised only a frac- 
tion of their bad-loan portfo- 
lio. 

However, the bank's 
shares fell 7.7 per cent to 
RpGOO an fears that the 
rights issue would dilute 
stakes. Lippo said it would 


seek shareholders' approval 
on December 23 for the 20-1 
rights issue. 

Indonesia's government 
has offered to lend, in the 
form of bonds. Rp4 for every 
Rpl injected by investors 
into ailing banks. 

Lippo wants to issue 
shares at a nominal value of 
RplO, while the outstanding 
shares have a nominal value 
of Rpsoa 

Bank International Indon- 
esia, one Of its biggest rivals, 
last week pasted a nine- 
month net loss of Rp62J)bn 
on s imilar provisions. 

Western banks are 
required to make provisions 
for up to 75 per cent of their 
Indonesian exposure, but in 
Indonesia, most banks 
provide for only about 
5 per cent of their loan 
portfolio. 

Only a handful of banks 
have adequacy ratios of 
4 per cent, the minimum 
required by the government, 
which is well below interna- 
tional standards. 
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Advertising release 
for sale of shares by direct negotiation 

CDCOTTri rTTklT\ « LK- i ^ Jr - J * H M 
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□ Registered Office: Campia Thmi^tr LanrinaristUor, Nr. 14S, JucL Clur. 
O Fiscal Code: R 1997 IQ. 

□ Registration do. at Coaunercial Register Office: J 12/67/1991. 

D Jssoed stock capital, acconfiog co tae latest records 

at the Commercial Raster Office: 349^72.425 thousand ROL 

□ Turnover in 1997: 601)82,093 thousand ROL. 

□ Loss in 1997: 9342,796 thousand ROL. 



The share ownership structure is as follows: 


% 

O Sue Ownership Fond 63.2998 

O Pinancia] Investment fnmpiny Banai-Crisano 3*) 

^ ■ 3.8311 

Tbe oomina] value of each share 

Tbe sdflng offer pri« is of 56,761 gQUstare and the value for shares parcel pot for sale Is of 502^74. 944JKin Rnr 

Id accordance with the low in force The State Ownership Fund is mainta in a nominative mntmi ch-w^n. 
days firm lie date of this advertismcnL y * noromauve control share. The validity of the sak 


The validity of the sale offer, is 180 
The 

BUS fN 

deadfine for offers deposition, ii 
for Dcvdopment - Bacharest Breoch 

ewfioufi INTERNCT S1TE at the address wwwjotro. oral ihc phone 

In order to partiripate in the negotiations it is compulsory buying die PRBSENrfflON FILE 




1 986, and does not eonsriture 
3* Bsied according to the 
nutn regulatory authorities. 
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DAVID BARNES, TOM MCKILLOP 


Months after ditching its marketing deal " . 
with Merck, Astra, the Swedish group, has 
formed a new relationship with Zeneca of 
the UK. FT writers examine the. attractions 

By David PUflng and Tm Bart 


ZENECA 

■ Otters 05 


When Astra negotiated -an 
end to its marketing partner- 
ship with Merck of the US in 
June; the signs that it might 
be preparing a merger were 
self-evident. So too, when 
last month, Zeneca 
announced it was selling off 
its specialty chemicals unit, 
a move that has presaged a 
merger for many companies 
seeking to reposition them- 
selves in the pharmaceuti- 
cals market. 

- Nevertheless, the speed 
with which both groups 
have moved to secure tbem- 
selves-a partner wW come as. 
a surprise to some. 

Both companies have often 
been mentioned in the 
breath as industry- experts 
have considered potential 
. pairings, but their decision 
to fuse now may still raise a 
few eyebrows. 

The merger win certainly 
give the two companies 
greater scale, although with 
pro-forma ' pharmaceutical 
and agribusiness sales of 
about £8bn . ($l3.2bn). the 
new company wffl not quite 
make it to the super-league. 

With a combined market 
capitalisation of about S70bn 
it would be roughly the 
same size as SmithKline Bee- 
cham, the OK's second big- 
gest pharmaceuticals com- 
pany and the ninth biggest 
in the world by prescription 
drug sales. 

By comparison. Merck of 
the US, the world's biggest 
pharmaceuticals company, 
has total annual sides of 
more than $20bn. 

Aventis, the life sciences 
company formed last week 
from the merger of Ger- 
many's Hoechst' 'and 
France's Rhone-Poulenc. win 
have sales of roughly $ 2 Obn, 
although a good slice of that 
win come from its agribusi- 
ness division. 

Neither will the Zeneca- 
Astra deal solve perceived 
problems with both compa- 
nies’ medium-term pipeline 
of products needed to 
replace big-selling drugs that . 
are due to go off patent in 
the nest few years • 

Although Zeneca’s phar- 


maceuticals are setting wain, 
particularly Tn the US, it has 
a weak near-term pipe- 
line following the tamyt) of 
seven- products -in the -past 
-two years. . \ 

Astra’s plight Is perhaps 
worse, although.' Tfalrtm 
Mogren, its combative chief 
executive, says the company 
has a more promising drags 
pipeline than most industry 
observers realise. But the 
main concern has been Ihe 
hnmfagnt patent py pi m ifow 
on Losec, the. world’s best- 
selling dra& on which Astra 
is overly dependent 

That could leave both com- 
panies with strong, sales for • 
Che next fewyears, "but- a 
problem as successive patent 
expiries loom in the first 
years of the next century. 

-There will also be the 
problem of what to do with 
Zeneca’s agribusiness divi- 
sion. Zeneca bad been posi- 
tioning itself as a life-science, 
company, but it has not 
spent as heavily as rivals, 
such as Novartis of Switzer- 
land and Monsanto of the US 
on the fast-growing agro-bio- . 
technology sector. The agro- 
chemicals division a ccounts 
for about 90 per cent of sales,' 
but might look out of place 
in the new, enlarged, com- 
bine. 

For Astra, the deal marks 
the culmination of an ill -coo- 
cealed search for suitors. 
Nine months ago, -Mr' 
Mogren went so far as to 
name Zeneca as a possible 
partner after admitting that 
the group was considering a 
merger to braid its interna- 
tional presence. 

. At the time, Mr Mogren 
also named Schering-Plough 
of the US and the pharma- 
ceuticals division of Ger- 
many's Bayer as potential 
brides/ . ", 

But the company - which 
saw pre-tax profits sEde 14 
per cent to SKrSbn ($368m) 
in the third quarter of this 
year - first had to divorce its 
long-time US partner Merck 
before contemplating a deal. 

- After several months of 
talks Astra announced in " 
June s radical remganisa- 
ttan of its long-standing mar- 
keting relationship ; with 



ICI men lead Zeneca 
side of negotiations 


By CSvfrCookson, 
Science Editar 
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Merck- That gave the~S*ed- 
ish group management con- 
trol of Astra the US 

joint venture that markets 
Losec, the anti-ulcer drug. 
More important, the deal sig- 
nificantly reduced Merck’s 
fixture rights over marketing 
Astra drugs, Including those 
stm in the pipeline, and its 
share of the joint venture's 
profits in North America. 

Merck, in return, stood to 
receive an up-front payment 
of £L5hn with a -further pay- 
ment of at least $4.4bn if 
Astxa exercised its rights to 
buy Merck out at 2008 at the 
earliest 

ft was not dear yesterday 
what- impact the Zeneca 
transaction would have on 
the terms of the Merck 
reorganisation. But it is 
understood -thgt the US 
group will retain- the right to 
market Losec and perprasole 
- -Ihe new formulation 
intended to extent the 
product's patent • 

Given' that initial patent 
protection is due to expire in 
2001 , access to revenues for 
Losec was : clearly not the 


Ihe two leading architects of 
the merger on Zeneca's side 
- chief executive Sir David 
Barnes and bis designated 
successor Tom McKillop 
are both ICI men through 
and through. 

. Sir David, 62. joined the 
pharmaceutical division, of 
Imperial Chemical industries 
in . 1997 after leaving 
Liverpool University. Dr 
- McKillop, 54. joined in 1969 
from Glasgow University* 

When Zeneca was 
demerged from ICI in 1998. 
Sir David became chief 
executive of the group - a 
position he is due • to 
relinquish next May. 

He will then succeed Sir 
Sydney Lipwortb as 
non-executive chairman. 

Dr McKillop has run 
Zeneca Pharmaceuticals, its 
largest business, since 1994. 
He was named os Sir David’s 


HAKAN MOGREN 



Sir David Bam as: due to tie 
non-axecutfve chairman 

successor earlier this year, 
after the unexpected 
departure of his two most 
obvious rivals: John Mayo, 
finance director, went to 
GEC and David U’Prilchard. 
bead of drags research, 
defected to SmithKline 
Beech am. Some financial 
analysts bad been hoping for 
-an outsider to come in. 


Despite their common 1C1 
background, Zeneca’s two 
senior executives have a 
distinctly different 
demeanour. Sir David Is taQ 
and urbane with a public 
school affability (he went to 
Shrewsbury). 

The moustachioed Dr 
McKillop has a gritty 
Scottish manner He was a 
brilliant chemistry student 
at Glasgow University - 
gaining the top first in his 
year. 

Dr McKillop's initial 
shyness with the media has 
disappeared add he is 
enthusiastic about 
communicating the fruits of 
Zeneca's pharmaceutical 
research. 

If he takes the top job in 
the combined Zeneca -Astra, 
be will join Sir Richard 
Sykes of Glaxo Wellcome in 
a select group of successful 
scientists who have gone on 
to run an International 
drugs company. 


driving force ' behind the 
talks with 

For the UK group, never- 
theless. Astra promises other 
attractions. First, the Swed- 
ish company has a strong 
presence in Europe, where 
sales last year rose 5 per 
cent to SKx2&4bn. It is also 
strong in three important 
areas - gastrointestinal 
products, cardiovascular 
treatment and respiratory 
drugs. 

The Swedish company also 
boasts highly regarded 
research and development 
facilities, both in Scandina- 
via and North America. 
There Is also cost-cutting 
potential in R&D in the UK, 
where Astra acquired the 
research operations of 
flsons for £ 202 m three years 
ago. 

- Astra’s European presence 

- particularly in Germany, 
France and Italy - would 
neatly complement Zeneca’s 
foothold in the US, where 
margins are' fattest and 
growth most healthy. Both 
companies have an interna- 
tional outlook, . with the 


majority of sales and much 
of their research outside 
their home markets. That 
should- make fusing their 
cultures easier. 

The therapeutic mix is 
also .promising, with Zeneca 
particularly strong in oncol- 
ogy. where it is the second- 
biggest market participant. 
There might be some overlap 
in tbe merged' company’s 
cardiovascular portfolio, 
where Zeneca -ranks fourth 
in the world, but the market 
for cardiovascular products 
is large. 

Potential synergies aside, 
much depends bn the detail 
that emerges over the next 
few days. Crucially, analysts 
will will want to see a clear 
leadership structure . take 
shape. 

Several pharmaceutical 
mergers including the 
aborted one between Glaxo 
Wellcome and SmithKline 
Beecham earlier this year - 
have came unstuck over 
management clashes. Both 
companies will hope their 
combine .does not join that 
list • • - 


Astra chief softens image 


By Tbn Burl in Stockholm 

Hahan Mogren. the imposing 
chief executive of Astra, 
does not suffer fools 
gladly. 

Indeed, his reputation for 
treating industry analysts 
and lesser executives with 
disdain culminated in sug- 
gestions from Astra insiders 
last year that he should 
attend a charm school. 

. The transformation has. 
by all accounts, been star- 
tling. He is no longer con- 
temptuous of analysts and 
has been known to cultivate 
the press - something 
unheard of more than 12 
months ago. 

Nevertheless, he retains 
his rather gruff and distant 
exterior, which has not 
endeared him to the Swedish 
media and analysts’ commu- 
nity, to the extent that 
Astra managers have com- 
plained of a “get Mogren” 
campaign. 



Hakan Mogren: no longer 
contemptuous of analysts 

.The focus on Mr Mogren's 
management style reached a 
new intensity earlier this 
year, when tbe Swedish 
group found itself embroiled 
in a sexual harassment scan- 
dal in the US. Although he 
was not implicated in any 
way in the case, the chief 
executive was portrayed is 
some corners of the Swedish 


media as insufficiently con- 
trite. 

Mr Mogren, former head of 
tbe Swedish confectioner 
Maribou, described the affair 
- involving a number of 
rogue managers - as a great 
embarrassment, but 
emphasised that it had 
nothing to do with the 
day-today operations of the 
company. 

In- that respect, the chief 
executive has overseen a 
rapid growth of Losec. the 
world's best-selling prescrip- 
tion drug, and a steady rise 
in Astra profits. Although 
those profits dipped in the 
third quarter, strong interna- 
tional sales underpinned a 
solid rise over the first nine 
months of the year. 

Mr Mogren, a close associ- 
ate of the Wallenberg busi- 
ness empire in Sweden, has 
always made dear that he 
should be judged on such 
performances and not on his 
character. 
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FINANCIAL SERVICES GE CHAIRMAN DENIES POOR PERSONAL RELATIONS LED TO RESIGNATION 


Head of GE Capital resigns it) shake-up 


By Richard Watas In New York 


Jack Welch, chairman of 
General Electric, yesterday 
took more direct control of 
his group's fast-growing 
financial services business, 
replacing Gary Wendt, the 
abrasive executive who had 
headed it, with a younger 
management group. 

The move represents a 
shake-up in the management 
of an operation that has 
assumed a core position In 
the world's second-most 
valuable company. Under Mr 
Wendt, who ran the business 


from 1986, GE Capital has 
been the engine behind the 
group's expansion, supplying 
a large part of its overall 
growth and now represent- 
ing nearly 40 per cent of its 
profits. 

Relations between .Mr 
Welch and Mr Wendt were 
cool, however although Mr 
Welch yesterday denied that 
a poor personal relationship 
had been behind the spliL 
But he added: "We do not 
meet socially." 

In a statement, GE said Mr 
Wendt bad “agreed to 
resign". Mr Welch refused to 


say whether he had asked 
for the resignation, adding 
that he and Mr Wendt had 
agreed on the departure 
between them. 

GE depicted the changes 
as part of an orderly man- 
agement succession at both 
GE and GE Capital. Mr 
Welch, S3, is due to retire at 
the end of 2000, and Mr 
Wendt, 56, was not seen as 
one of his potential succes- 
sors. 

As part of the shake-up 
yesterday, Mr Welch will 
effectively draw GE Capital 
more closely Into the overall 


management of GE. 

Denis Nayden, 44. Mr 
Wendt’s number two and the 
executive named to run the 
majority of GE Capital’s 
operations yesterday, will 
report to a trusted Welch 
lieutenant, Dennis Danuner- 
man. Mr Dammennan, in 
turn, will be responsible for 
the overall performance of 
GE Capital, including the 
insurance operations that do 
not come under Mr Nayden. 
and was yesterday named a 
vice-chairman of GE: 

The management changes 

could lead to changes in the 


Hurricanes ravage US insurers 


By John Authors bn New York 


US Insurers' profits fell by 15 
per cent in the first nine 
months of this year, as one 
of the worst hurricane sea- 
sons combined with sluggish 
revenue growth and turmoil 
in international capital mar- 
kets, according to an audit 
by the New York-based 
Insurance Information 
Institute. 

Total net income of the 
property and casualty insur- 
ance industry for the first 
nine months was $23.2bn. 
down from $27.4bn last time. 

Operating profits, which 
exclude Investment gains, 
were hit harder than net 
income, dropping by some 30 
per cent to $19.1 bn. Total 
pre-tax investment gains 
rose 8.5 per cent to $41.6bn. 

John Kollar, of the Insur- 


ance Services Office, said: 
“Based on catastrophe losses 
through the first nine 
months of the year, 1998 has 
already qualified as the fifth 
worst year since 1950, even 
when inflation is taken into 
account." 

He said the increase in 
catastrophe losses - chiefly 
thanks to Hurricane 
Georges, which created 
insured losses of more than 
$2-5bn when it hit Florida 
and the Caribbean in Sep- 
tember - accounted for 
three-quarters of the decline 
in operating profits. 

Underwriting worsened as 
a result with the combined 
ratio - the benchmark 
technical measure 
expressing the amount paid 
out for claims as a 
proportion of premiums - 
rising from loi.l to KM.l per 


cent in the first nine months 
of 1993. 

A further problem is slow 
growth, reflecting the wide- 
spread belief that demand 
for insurance in the US is 
now “mature", and that 
there are too many competi- 
tors in many forms of com- 
mercial insurance: 

Net written premium rose 
only 1.6 per cent over the 
period to $2l3-3bn, signifi- 
cantly down on the growth 
rates of 3J3 per cent in 1997 
and 3 per cent in 1996. 

Diana Lee. head of 
research for the National 
Association of Independent 
Insurers, said premium 
growth would fall to a 
“record low" if it continued 
at the same pace. 

She said: “Based on data 
going hack to 1960. full-year 
premium growth has never 


NOTICE OF MEETING OF BONDHOLDERS 

¥30,000,000,000 


1 1/2 per cent. Convertible Bonds doe 2000 (the “Bonds”) 
of Toa Steel Co„ Ltd. 


Notice is hereby given that a Meeting (the “Meeting") of the holders of the Bonds (die “Bondholders'') convened by Toa Steel Co, 
Lul. (the “Company") will be held at The Howard Hotel (Arundel Suite). Temple Place. Strand. London WC2R 2PR on 5 January 
1999 at 1 1:00 a.m. (London time) for the purpose of considering and. if thought fit, passing the following resolution which will be 
proposed os an Extraordinary Resolution in accordance with the provisions of the Trust Deed dated 22 June 1993 (the “Trust Deed") 
as amended and supplemented by a Deed of Appointment and Retirement of Trustee dated 6 February 1998 (the “Deed of 
Appointment and Retirement of Trustee"), relating to the Bonds and made between die Company. The Fuji Bank and Trust 
Company (the Trustee") as trustee for the Bondholders, and others. 


EXTRAORDINARY RESOLUTION 

That this Meeting of the holders of (be outstanding ¥30.000.000.000 1 1/2 per cent. Convertible Bonds doe 2000 (the “Bonds") of 
Toa Steel Co- Ltd. (the “Company") constituted by a Trust Deed doted 22 June 1993 (the Trust Deed") as amended and 
supplemented by a Deed of Appointment and Retirement of Trustee dated 6 February 1998 HEREBY RESOLVES THAT: 

The text of Condition 6 (Redemption. Purchase and Cancellation). Paragraph (A) (On Maturity) of the Terms and Condhions of die 
Bonds which appears on each Bond and as pan oT the Second Schedule to the Trust Deed be amended by deleting ibe same in its 
entirety and substituting the following: 

“Unless previously redeemed or converted or purchased and in each case cancelled as herein provided, die Company will redeem 
the Bonds ar their principal amount on 30tb March 1999. together with all interest accrued thereon to such date, and may no* 
redeem them in whole or in pan prior to that date, except only as provided in Paragraph (B) or (C) below (but without prejudice to 
Condition 9)."" 

BACKGROUND AND REASONS FOR THE MEETING 

On 3 September 1998, the Board of Directors of the Company resolved to dissolve the Company and lo transfer its business to 
group companies of NKK Cotp.t“NKK"l. the Company's parent (subsequently these group companies were determined to be NKK . 
Bars & Shapes Co., Ltd. and NKK light Steel Co„ Ltd.) (the “Business Transfer") prior to the end of the Company's fiscal year on 
3 1 March 1999, subject to. in accordance with Japanese law. the approval of the shareholders of the Company. It is scheduled dial 
an extraordinary general meeting of the shareholders of the Company will be held on 31 March 1999 to resolve the dissolution of 
the Company with effect on 3 1 March 1999 and the Business Transfer with effect on I April 1999. 

The Company wishes to redeem the Bonds on 30 March 1999, prior to its dissolution. The Terms and Conditions of the Bonds 
provide that the Company may redeem the Bonds on such date at the redemption price of 101% of their principal amount subject to 
certain conditions us to die selling price of its shares (i.c., such price must be ar least 130% of the conversion price for the relevant 
consecutive 20-day trading period). However, the Company believes that such conditions will not be able to be satisfied. Therefore, 
the Company is requesting the Bondholders to amend the Terms and Conditions of the Bonds to bring forward the date for die final 
redemption of the Bonds to 30 March 1999 at 100% of their principal amount. The Company has obtained commitments from a 
syndicate of banks to provide financing for the redemption of the Bonds oa 30 March 1 999. 

It is the intention of the Company that, subject to the resolutions of the shareholders of the Company, it will proceed with its dissolution 
and the Business Transfer, even if the resolution proposed in this notice is am passed. In such a case, the resolutions of die shareholders 
or the Company may constitute an Event of Default under the Terms and Conditions of the Bonds and the Bonds may be declared to be 
immediately due and payable. However, the repayment of the Bonds would be subject to solvent or insolvent liquidation proceedings 
under Japanese law. and no assurance can be given of the timely and full repayment of the Bonds in such c ir c um sta n ces. 


The Company has accradingly convened the Meeting of Bondholders by this Notice to request ihor a g reement by Extraordinary 
Resolution to the matters contained in the Extraordinary Resolution. 


in accordance with normal practice, the Trustee expresses no opmkm on the merits of the Extraordinary Resolution. 


The attention of Bondholders is particularly drawn to the quorum required for the Meeting and for any adjourned Meeting winch b set 
out in Paragraph 4 of “Voting and Quorum" below. 


AVAILABILITY OF DOCUMENTS 

Copies of the Trust Deed, the Deed of Appointment and Retirement of Trustee, the Paying and Conversion Agency Agreement dated 
22 June 1993 and a Supplemental Agency Agreement dated 6 February 1998 may be inspected at and voting certificates may be 
obtained from, the specified office of any of the Paying Agents given below. 


VOTING AND QUORUM 

l A Bondholder wishing ua attend and vote at the Meeting and any adjourned meeting in person must produce at die Meeting either 
hb BorxKs). or a valid voting certificate or certificates issued by a Paying Agent relating to the Boodfs) in respect of which he 
wishes to vote. 


2 A Bondholder not wishing to attend and vote at the Meeting in person may either deliver ids BowKs) or valid voting ceitificasets) to 
the person whom be wishes to attend on hb behalf or give a voting instruction (on a voting instruction form obtainable from the 
specified office of any of the Paying Agents set out below) instructing a Paymg Agent to appoint a proxy to attend and vote at the 
Meeting in accordance with hb instructions. 

3 BonrKs) may be deposited with any Paying Agent or ao the satisfaction of suefa Paying Agent) be tick! to its order or under its 
control by Cede! Bank, soc&d anonyme or the Operator of the Eurodear Sysan or any other person approved by it. for die purpose 
of obtaining voting certificates or givipg voting instructions and requiring such Paying Agent to appoint proxies, not later than 48 
hours before the time appointed for holding the Meeting (or if applicable, any adjournment of such Meeting). Bands so deposited or 
held will not be released until the earlier of the conclusion of the Meeting lor. if applicable, any adjournment of such Meeting) and 
the surrender of the voting cflroficatcis) or. not Jess than 48 hours before the time frxed for the Meeting (or, if applicable, any 
adjournment of such Meeting), the surrender of the rcoapos) issued in respect of the relevant Bonds. 

4 The quorum required at the Meeting is two or more persons present holding outstanding Bonds ervoting certificates or being 
proxies and being or representing in the aggregate the holders of not less than 66 per cent, in principal amoum of die Bonds for 
the time being remaining outstanding las defined ra the Trust Deed), if within half an hour from the time appointed for the 
Meeting n quorum is not present the Meeting shall stand adjourned for such period, not being less dan 21 days nor more fhan 42 
days, and to such place as may be appointed by the Chairman of the Meeting. At such adjourned meeting the quorum shall be 
two or more persons present bolding outstanding Bonds or voting certificates or being proxies and being or representing in the 
aggregate the holders Of IKX less than 33 per cent, in principal amount of the Bomb for the time being remaining outstanding. 


Every question submitted lo the Meeting (or, if applicable, any adjournment of such Meeting) will be deckled by a show of hands 
unless a poll is duly demanded by the Chairman of the Meeting (or. if applicable, any adjournment of soeft Meeting) or by (he 
Company or by one or more persons holding one or mare outstanding Bonds or voting certificates or bong a proxy or proxies and 
being or representing m the aggregate the bolder ix holders of nra less than 2 per cem. m principal amount of die Bonds for die time 
bring outuanding. On a show of hands every person who is present in person and produces an outstanding Bond or voting certificate 
or is a proxy shall have one vole. On a poll every person who is so present shall have one vote in respect of each ¥5.000,000 
principal amount of Bonds so produced or represented by the vueing certificates ** produced or in respect of which he is a proxy. 


6 To be passed, the Extraordinary Resolution requires a majority in favour consisting or sot less than three quarters of the votes 
cast If passed, the Extraordinary Resolution will be binding on all the Bondholders, whether or oat present or voting ar «ds 
Meeting, and upon all the holders of the Coupons relating to the Bonds. 


Trustee 

The Fuji Bank and Trust Company. Two World Trade Center, 81 "Floor. New York. N.Y. 10048 


The Fuji Bank Limited. London Brandi 
River Hate House 
7-1 ( Finsbury Circus 
London EC2M7DH 


Paying Agents 

Banque Internationale a Luxembourg S A. 
69, routed - Esch 
L-2953 Luxembourg 


Citibank NA, Brussels Office 
BuDding 726. 1931 Bnxaigo 


9 December 1998 

Toa Steel Co* lid. 


way GE Capital is run, 
according to analysts. GE is 
likely to try to cat costs fes- 
ter by combining the back 
office operations of the 
unit’s- 28 separate businesses 
rather than allowing them to 

operate as stand-alone 
operations, said analysts at 
Prudential Securities. 

. A messy divorce threw Mr 
Wendt into the headlines 
last year as his former wife, 
Loma, sought a half -share in 
all his intercuts., including 
his GE -stock options; Mr- 
Welch said the publicity sur- 
rounding’ the divorce did not 


play any Dart in MrVPendt’s 
departure and had-: never 
been discussed between the 
two mem ‘ ^ - 1 

GE refused to comment on 
how much • compensation it 
would pay -to the former GE 
Capital host “We've .made 
an agreement that is- very 
sat is fac tor y to both of us." 
Mr- Welch aid. 

Mr/ Dammennan. 53, had 
been GE chief financial offi- 
■ cer. That job will now be 
taken by Keith. Sherin, 40. 
the - former hiad of finance - 
for the group’s medical 
s y stems business. 


Bombardier in 

staff revamp 


as 


By EdwanL Altai to Toronto 


dropped below 2 per cent. 
The weakness in premium 
growth is at odds with the 
strength in the economy dar- 
ing the first nine months." 

Slow premium growth 
may reinforce speculation 
that more mergers will be 
necessary to reduce capac- 
ity. and allow companies to 
increase premiums. 

Another difficulty for the 
industry ram e from the capi- 
tal markets. Once special 
dividends paid by specific 
insurers affiliated with life 
companies are excluded, net 

inve stment jnrmrjp rase by 

only 0.1 per cent in the first 

nine months. 

However, the sharp 
rebound in US stock markets 
in the past two months will 
probably bring investment 
income growth closer to its 
normal foil-year leveL 
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Sescfad. by Hurricane. Georges: /ust Ska US instrafE 


Laurent Beaudoin is 
stepping aside as chief exec- 
utive of Bombardier, the 
Canadian aerospace ■ and 
transport group, after, more 
than 30 years at the compa- 
ny’s helm. 

Bombardier announced 
yesterday that Robert Browu 
would become president and 
chief executive, of the com- 
pany on February 1. Mr 
Brown is president and chief 
operating officer of Bombar- 
dier Aerospace, the largest 
of the company’s six divi- 
sions. He fust joined Bom- 
bardier in 1987. 

Bombardier also said yes- 
terday that Michael Graff, 
who heads rite business air- 
craft division, would replace 
Mr Brown as president and 
chief operating officer of 
Bombardier Aerospace. 

Yvan Allaire, executive 
vice-president, would be tem- 
porarily responsible for Bom- 
bardier Capital, the corpo- 
rate finance division, and 
report directly to the chair- 
man. 

Mr Beaudoin, who will 
remain chairman, said the 
appointments would ensure 
an orderly succession at the 
top levels of the company. 
He will continue to oversee 
the group’s long-term strate- 
gic orientation. 

Bombardier shares rose 45 
cents to C$20.65 in early 


PCS buys into Israel Chemicals 


By Ain MacMts n Jerusalem 


Potash Corporation of 
Saskatchewan '(PCS), the 
world’s biggest potash pro- 
ducer, surprised the market 
by taking a 9 per cent stake 
in Israel Chemicals (ICL) for 
Sbk380m ($9lm), as the 
Israeli government com- 
pleted the privatisation of 
the export-driven chemicals 
group. 

The government raised 
Shkl.2bn in a heavily sub- 
ascribed- offering of 3L5 per 
.•cent of the company nn the •• 
Tel Aviv Stock Exchange. 

■ -Officials said the offering, 
completed late on Monday 
night, was 1.5 times sub; t 


scribed and was the govern- 
ment’s biggest privatisation 
move on the domestic 
exchange. 

The PCS purchase sparked 
rumours that the Canadian 
group - a competitor to ICL 
- might- seek control of the 
company, and sent ICL 
shares up (L2 per cent yester- 
day to Shk3.77. 

: “They wfll not be satisfied 
with 9 per cent,” said Martin 
Geifman, equity analyst at 
Zannex-Nessuah Securities 
in Td Aviv. Tt may not hap- 
pen* but ulti- 

mately ;PCSv will probably 
make an offer- to fye Israel 
Corporation;" - 
Israel Corporation, the 


holding company that con- 
trols ICL. lifted its stake 
from 45 to 52 per cent, con- 
solidating its control of the 
company. Domestic inves- 
-tots snapped up the remain- 
der. Israel Corporation said 
its presence in ICL was a 
strategic investment 

Analysts said Israel Corpo- 
ration had good reasons to 
consider a future offer. 

The •• conglomerate is 
heavily leveraged and also 
enjoys tax-free benefits on 
capital gains. Furthermore. 
PCS -could find synergies at 
ICL. . 

Dead Sea Works, ICL's pot- 
ash subsidiary, which is 
expanding in Europe and 


• . - d .-r - • • 

Union Carbide I US tie-up on the 


sees Asia threat cards for Dentsu 


By Tracy Corrigan in New York 


, Union Carbide, the US 
chemicals company, yester- 
day said fourth-quarter oper- 
ating earnings would be hit 
by weak chemical markets, 
particularly in Asia. 

However, the company 
said it was likely that an 
expected gain from the pro- 
ceeds of a litigation settle- 
ment in connection with the 
company's Unipol Systems 
business would enable it to 
meet analysts’ estimates of 
31 cents a share. 

■ John Wolff, vice-president 
and chief financial officer, 
said earniugs In the quarter 
had also been hurt by far- 
ther delays in restarting the 
company’s plant . in Taft, 
Louisiana, after a shutdown 
to expand capacity and com- 
plete routine maintenance. 


Mr WuKT said sales lost in 
November and December 
during the transition to new 
information technology to 
integrate work processes 
were having a greater 
impact than expected. 

There was a drag on earn- 
ings resulting from a num- 
ber of projects nearing com- 
pletion, Mr Wulff said. That, 
combined with cost reduc- 
tion initiatives, should allow 
earnings to begin to recover 
“even before the chemical 
business cycle turns up". 

- Some *650m of spending 
this year on expansion and 
renewal should "pay off 
handsozhely as the industry 
moves into the next peak". 

Union Carbide shares fell 
$iy. to $42% on the news, in 
a moderately higher market 
in morning trading in New 
York. 


By Alexandra Harney hi Tokyo 


Dentsu. Japan’s largest 
advertising group, is today 
expected to announce an 
international alliance in 
response to the growing 
trend towards consolidation 
in the global advertising 
industry. . 

Its partner is thought 
likely to be the Chicago- 
based Leo Burnett, one of 
the biggest advertising agen- 
cies in the US. Leo Burnett's 
roster of global brands 
includes McDonald's, Coca- 
Cola, Walt Disney and Nin- 
tendo. 

Dentsu said earlier this 
week that it had been in 
talks with a large non-Japa- 
nese marketing group that 
already had operations in 
Japan, but refused to dis- 
close the name of the com- 


pany. Leo Burnett confirmed 
that Dentsu had been dis- 
cussing a tie-up with execu- 
tives in Chicago, where the 
marketing group is based. 

The move comes ill the 
wake of a series of alliances 
between US and European 
advertisers and Japanese 
marketing groups in recent 
months. In the space or a 
few weeks this autuma. 
TBWA, which is part of 
Omnicom, the world's larg- 
est marketing group, and 
WPP. the UK-based conglom- 
erate. struck agreements 
with Nippo and Asatsu. two 
Japanese agencies. 

Industry observers skid 
Dentsu had been disap- 
pointed with parts of its 
overseas tie-up with Young 
& Rubicam. the US group, 
and that it hod been in talks 
with several agencies. 


C cninil Bank of l ruyuoy 


Bank La Caja Ohreru S.A. 


INTERNATIONAL INVITATION 


Montevideo, December 9 th , 1998. 


The National Corporation for Development (Carporacidn National para el Desorrollo) and the Bank of the Oriental 
Republic of ViugpayABanco de I’a Repubiica Oriented del Uruguay ) (“the Shareholders”) own 99,83® b of the 
common stock oftbe.bank La Csga Obrera. SA. (“the Bank") and have initiated the sale of their total investment to 
a company ora group of companies. Forjhat purpose, the Central Bank of Uruguay, on behalf ofthe Shareholders, 
has mandated Paribas to act as its exclusive advisor. 


Established in 1905, La Caja Obrera is one ofthe leading private banks in die country, with 32 branches in 15 ofthe 
19 departments, and a balance sheet totaling USS 355 million as of 12/3 l/l 997. 


As paitof thisprocess, theCemnd Bank of Uruguay is mvrting interested institutions to contact representatives of 

Panl»s to revive infonnatkm on the modificatkms recently broi^ht to *e terms ofreference as well as tfjerequjrenienrc 

to participate in the offer, With thepurpose of submitting a proposal on Friday, January 29* 1 999 ^ 


Please contact: 


Paribas 


(Ij k — I ^ 


Sao Paulo — lirazil 


Lnlz Vieira orHerrf Hascoet 
Tel: (l 212 ) 841. 30 63 or 841: 31 36 
Fa* (1.212)841:28 73 ' ' 

e-mail: herve_hascoeh@paribas.com 
lui 2 _vieira@parifcas.com 


Hughes Leglise 

Tel: (55.! 1)31.70.73.00 
Fax: (55.1 1)31.70.73.40 

e-mail: hughrajegjjse,^^ .com 
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tiding following the no#*- 
Mr Beaudoin became presi- 
dent in over a 

small snowmobile maker 

tS about CSlOmiU^ml 

in annual revenue*. O^er the 
next three decides he built 
the company into onc ™ 

Canada’s larges* 
turere and the worlds third 
biggest aerospace group. 
Revenues last year stalled 
CSS.5bn. 88 per «?nl frura 

outside Canada. \ 

He took the company pub- 
lic in 19®. and subsequently 
carried out an ambitious 
growth and acquisition strat- 
egy that started with the 
1974 launch of its transport 
equipment industry' tiirough 
a contract to build rail-cars 
Ibr tbe Montreal subway sys- 
tem. ... . 

Bombardier diversified 
into the aerospace market in 
19S6 when it acquired Canad- 
air. the government-owned 

regional jet maker. It subse- 
quently purchased Short 
Brothers in Northern 
Ireland, de Havilland In 
Ontario and Learjet. the 
business aircraft company, 
in the US. 

The company’s aerospace 
sales have grown strongly 
this decade on the back of a 
booming US market for 
short-haul regional aircraft. 
In the most recent quarter. 
Bombardier earned almost 
half its revenues from its 
aerospace division. 
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Asia, could complement 
PCS. which is focused on 
North America. 

Dead Sea recently 
acquired Grupo Potasus, the 
Spanish potash producer, to 
boost its presence in Europe. 

The company is also build- 
ing a $4S6iu potash plant in 
China together with the Chi- 
nese government and has a 
magnesium joint venture 
with Volkswagen of 
Germans'. 

ICL had net income of 
SiOlm on sales of S1.6Sbn in 
■1997. Net income rose S per 
cent to S94m and sales 
climbed 7 per cent to $l.38bn 
in tbe first nine months of 
1996. 
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LucasV arity review prompts talk of sale 


By Peter Marsh 

LucasV arity, the automotive 
parts and engineering com- 
pany. yesterday announced a 
review of its operations, 
prompting speculation that 
it would consider sealing one 
of its main operating divi- 
sions to raise extra cash far 
investment. 

The company said the 
review, to be completed by 
the end of March, would 

Sears to 
sell its 
credit 
card side 

By ABson Smith and - 
Peggy HoBnger 

Sears has put its credit card 
operation up for sale as 
expectation mounts that the 
beleaguered retail conglom- 
erate will face an unwfa-Tftvj . 
bid in the next few days. 

Philip Green, the retail 
entrepreneur who last year 
bought Shoe Express from 
Sears, was last night dose to 
m airing an offer for the 
group of about £4 60m 
(S764m). This would value 
the shares at about 300p, 
against last night's close of 
about 23S%p. 

It is understood that a 
group of private investors is 
prepared to back a cadi bid 
by Mr Green, who in the last 
13 years has bought and sold 
some 21 retail businesses. 
The consortium is in the pro- 
cess Of Rnatiging details. 

Sir Bob Reid, Sears* chair- 
man, yesterday met Philips 
and Drew, the group's larg- 
est shareholder with 24 per 
cent Although the meeting 
had been planned far some 
rime, it is understood they 
discussed an earlier Informal 
bid approach with Sir Bob, 
which he had rejected. It is 
thought that tentative offer, 
believed to be backed by 
venture capitalists, was also 
latched at about 800p. 

Mr Green's bid will have 
to depend on the support of 
P&D, which was unavailable 
for comment yesterday.. 

However, ' some'' analysts 
said some investors were 
keen to sell their holding in 
the company. 


RESULTS 


work out the best way to 
build global" businesses. 

. it follows the failure of the 

board last month to win 
shareholder approval for a 
proposal to ‘ shift Its (draft " 
exchange fading from Lon- 
don to New York. 

The company. has 'saM ft 
wants to base its activities 
around three core areas - 
braking systems related 
vehicle components; injec- 
tion systems for diesel 


engines ; and specialised 
products for aerospace, such 
as engine control hardware. 

One analyst said; *11 could 
be that Lucas Vartty decides 
it has to jack in one of the 
divisions to concentrate .on 
the others."' 

Lucas Vartty said it was 

grill Tnobing far yipMtinm: 

The company has not rebut- 
ted analysts’ estimates rimt 
it might he ready to spend 
up to £lhn on companies 


that fitted its strategy. 

. However, with a change in 
domicile xuled oat at least 
for the immediate future., 
analysts said they thought' 
tiie company iateht rein in 
; acq uis i tion plans and follow 
a less 'expansionist pith 
Apart from disposals, the 
review is thought likely to 
examine the scope for merg- 
ers or Joint ventures of same 
divisions of LucasVarity 
with other participants fa 


the rapidly-consolidating 
vehicle components indus- 
try. 

The company yesterday 
reported a rise in pre-tax 
profits from iSlm to £35$n 
($59 lm), including a 2122m 
(£5m) profit on asset dispos- 
als, in the nine m onfts to 

October 31. Turnover fell 

from £&51bQ to £&27bn. 

LucasVarity warned that 
sales in the fourth quarter 
and next year would be 


Transatlantic target comes within range of GEC 


But could the UK group handle a US 
purchase, or be. allowed to make one? 
asks Daniel Bdgler in New York - 


L ord Simpson may 
shortly put tie “special 
relationship*' between 
Brit ain and the US to a new 


" Last week, the mana gi ng 
director of General Electric 
Company of the UK said that 
the group would soon decide 
on the strategic future . of 
Marconi, its defence busi- 
ness. Transatlantic targets 
are high on the list dr possi- 
bilities for GEC, which has 
£L.2bn ($2bn) net cash and a 
farther £4bn in already-ar- 
ranged finance. 

Lord Simpson made no 
secret of his desire to buy 
Northrop Grumman, 
of the B2 stealth bomber, 
after its IlLSbn takeover by 
Lockheed Martin was 
blocked by the US govern- 
ment thin summer. 

But could GEC handle a 
large US acquisition and, 
more importantly, would it 
be allowed to get Ha hands 
on such a prize?. : 

GEC has in its favour a 
strong record in the US, 
where it has sales of $4-5tm 
and 23,000 employees. Its 
interests include industrial 
operations such as Vktecget 
inkjet printers and Picker 
medical eq uipm e n t ; but the 
biggest is Marconi North 
America, the weapons busk 
ness. . ... 

After more than doubling 
in size through the £L4bn 
purchase Of Tracer, a Texan 
electronics company, in 
April, Marconi is the sixth . 
biggest defence electronics 
company in -the US, with 
$23bn inrevenueand 17,000 
staff spread across 40‘ states. 


Tracer has brought more 
than bulk, according' to 
Mark Ronald, the chief exec- 
utive of Marconi North 
America. He says that its 
digital battlefield software, 
which allows generals to co- 
ordinate aircraft, ships and 
satellites, combined with 
Marconi's eyfrdfwg expertise 
in electronic dat& links, has 
given the enlarged grou p a 
systems capability on a par 
with Lockheed or Raytheon. 

Mr Ronald says: “We hot 
only make the data pipes, 
now we also understand 
what- goes through those 
pipes.” According to the US 
Department of Defense, 
upgrading faiVc is »»» 
of Its most pressing needs. 
Not only is a bigger Marconi 
able to tenilpr as p ri m o con- 
tractor for a whole electron- 
ics or weapons subsystem. It 
can also teptin larger pro- 
jects in different areas. - 

One idea Mr Ronald is 
exploring with the Pentagon, 
is to itoiig n a comprehensive 
electronic logistics manage- 
ment system, which would 
co-ordinate transport of 
forces gnd freight and could 
be worth hundreds of mil- 
lions of dollars. 

GEC is seeking to increase 
the sales and profits cf Tra- 
cer’s activities. It is market- 
ing some products through 
Marconi's fnt«matinnai dis- 
tribution- network, which 
should raise revenue growth 
to lOpercent 

Seven months on, Mr Ron- 
ald rtorUra eg- htoarg aateatiog 
is ready to absorb another 
Mg- acquisition. In this busi- 
ness, he says, “bigger really 



is better". But if GEC is 
ready and willing to buy 
American, would it be 
cleared to do so? 

Joseph Campbell, aero- 
space analyst at Lehman 
Brothers in New York says: 
“A transatlantic deal, tike 
Northrop Grumman would 
be a terrific deal for GEC. 
But it might be too much for 
the DoD to swaHofr.” The TO 
guards Its military technol- 
ogy closely and its market is 
largely closed to overseas 
defence contractors. How- 
ever, the speed with which 
the Pentagon approved the 
takeover of Tracer - which 
does a fair wmmnnt of classi- 
fied weak was a pleasant 
surprise for the company. 
Lord Simpson believes the 
US- is starting to worry that 
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unless it opens up, its indus- 
try will be frozen out of the 
European market. 

What is more, some Penta- 
gon officials appear to be 
pushing the idea of a fourth 
trig defence contractor to bal- 
ance the might of Lockheed, 
Raytheon and Boeing. But 
whether the government 
would agree to foreign own- 
ership of a company privy to 
as many militar y se c r ets as 
Northrop remains untested. 

Lord Simpson says that 
GEC’s already excellent rela- 
tionships with the Pentagon 
have been farther unproved 
by acquiring Tracor: "If 
there is a deal to be done, 
then if anyone has a chance 
to do it, it is GEC." • 

A merged Marconi-North- 
rop might Trmmtatn a dual 


listing in New York and Lon- 
don and separate boards - 
like Royal Dutch/Shell or 
Unilever. To overcome secu- 
rity concerns, “black" or 
secret programmes could be 
hived off into a separate sub- 
sidiary. protected by Chinese 
walls. 

GEC might be angling for 
a less sensitive joint venture 
with Lockheed or Raytheon; 
or it might content itself 
with smaller game, such as 
the defence arms of Litton 
Industries or ITT Industries. 

Unfortunately. GEC will 
not know what it might be 
allowed to do in the US until 
it attempts something. After 
all the talk about consolida- 
tion in defence industries, 
investors will welcome some 
action. 


Directors walk 
out at Newcastle 


By Patrick Harvmon 
and Chris Tighe . 

Newcastle United once again 
displayed its propensity to 
score spectacular own-goals 
yesterday when the chair- 
man, two non-executive 
{ directors and the football 
I club 's stockbroker, BT Alex 
Brown, walked out in protest 

over the return to the dub’s 
parent company of two dis- 
graced former directors. 

The departure of Denis 
Cassidy, who was only 
appointed chairman in July, 
Tom Fenton , and John 
Josephs brings to nine the 
number of directors to have 
left Newcastle since its flota- 
tion in April 1907. 

The latest move was 
prompted by the determina- 
tion of Douglas Kail and 
Freddy Shepherd, who own 


66.6 per cent of the Premier- 
ship club’s shares, to rejoin 
the main board. 

Hie duo were forced to 
resign as directors in March 
after they were recorded in a 
Spanish brothel making 
insulting comments about 
Newcastle fans, local women 
and Alan Shearer, the team's 
star player. Although they 
were subsequently allowed 
to return to the board of the 
football dub, they had been 
expected to remain in exile 
from the parent company's 
hoard for at least a year. 

However, the recent bout 
of takeover speculation in 
the football sector had per- , 
suaded them that, as the | 
owners of the business, they 
should return. On Monday 1 
evening they voted them- 
selves back on to the board. 
The shares foil 3%p to 94',ip. 


COMMENT 


“constrained" by production 
cuts in the European car 
industry. 

Operating profits for con- 
tinui ng operations rose from 
£237m to £278m on sales up 6 
per cent to £3.23bn. 

The profits advance was 
aided by an increase in oper- 
ating margins from 73 per 
cent to 8.6' per cent. 

Earnings per share fell to 
10.4p (12p). The shares dosed 
2p lower at 196p. 


Newcastle United 


_ «n— wlto—i grM 

FTSE AA-Shae 


. tosua price 135p 


Share price 


Newcastle I'nlfed seems to , , . . 

be going for a record, and riewcas0e 

unfortunately for football PeBCB 

fans and shareholders it is •Mmn *—■{— 

not for goals scored. Tc. lose 3,0 .^.jT 

nine directors since flotation 1?5 mdeir 

certainly smacks of a corpo- ‘ '*\~A 

rate governance disaster. The t5Q S» 

planned reinstatement of u 

Douglas Hall and Freddy >25 Vli— ‘JK*i5Sp’. 

Shepherd to the main board V>V 

- against the chairman's 100 

wishes - is typically insouci- ' W '|K Hf 

ant of minority shareholders' 75 Va Ji"- 

eonceras. No one should Stare pricey 

have been under any tllu- 50 - - ■— » — 1 

sions. however, about where 97 issa Dec 

the power behind the club nut* {— >w 
lay: with the Hall camp 

through its 66 per cent holding. As an investment, Newcas- 
tle remains a punt on the managerial abilities of Ruud Gullit 
and on television companies' interest in football cluhs. But if 
it runs short of money for its £-13m stadium expansion, or for 
Mr Gullitl to rebuild the team, the cost of its disregard for 
corporate governance will quickly become apparent. 

Road charges 

For once businesses, particularly those in London, should 
welcome new taxes, a combination of congested urban 
streets and inadequate public transport means not only that 
time is wasted and nerves are frayed on lengthy and uncom- 
fortable journeys but also makes the City of London a less 
attractive place to do husiness. That is a weakness when it 
is trying to ensure it maintains its role as Europe’s financial 
capital in the era of the single currency. 

John Prescott, the UK's deputy prime minister, is right to 
tackle the problem on tno fronts: introducing charges t bat 
will ration car use and recycling the proceeds into public 
transport. The latter is particularly important. The typical 
London worker was driven on to public transport years ago 
by traffic jams and the scarcity and expense of parking, fait 
journeys remain long and uncomfortable. London Under- 
ground, in particular, is overcrowded and prone to delays. It 
is time for a carrot as well as a stick. 

Coder Mr Prescott's scheme, revenues from congestion 
charges would be secure for at least 10 years. That means 
local authorities should not fritter the cash away on 
day-to-day expenditure. Instead, they should be able to bor- 
row against the cashflow and invest in big projects that 
increase capacity and Improve services. It is now up to the 
local authorities and the soon-to-be-crcated Greater London 
Authority to show they can deliver. 

BTP stung Eastern 
by US set for 
insecticide Spanish 
offshoot link-up 

By Virginia Marsh By Andrew Taylor 

Wet weather caused by El Eastern Group. Britain's 
Nino, destocking by custom- biggest electricity supplier, 
ers and increased competi- is poised to announce a 
tion from India, combined to link-up with a Spanish elec- 
knock £6m (JlOm) off interim tricity company to increase 
profits at BTP's US-based its continental European 
insecticide business. power trading operations. A 

The shortfall in agro- deal could be announced this 
chemicals held back the week. 
group's interim pre-tax prof- The British company, 
its to 220.2m (225.2m). after bought by Texas Utilities for 
exceptional charges and 24.4&bn (S7.38bn) this year, 
goodwill amortisation of confirmed yesterday that it 
£2.7m. This was despite a was in discussions with a 
23.2m contribution - from large Spanish utility, but 
acquisitions, after £l.6m of declined to comment farther, 
goodwill. Sales were £183m The company, which sup- 
(£2i 6m), but were flat on plies power to 3m customers 
continuing- operations at in eastern England, is seek- 
2129m in the six months to ing to take advantage of 
September 30. electricity liberalisation in 

Agrochemicals performed continental European coun- 
worse than many analysts tries which must next Febru- 
expected and pre-tax profits ary open at least 25 per cent 
for the foil year were down- of their domestic power mar- 
graded by about £3m to ket to competition. 
£51m-£53m (253.2m), for a Richard Tomiak, head of 
prospective p/e of 16 . commercial development for 

Steve Hannam. chief exec- power and energy trading, 
utive, said the group, which said the company was also 
has been reorganised in the talking about trading alll- 
past two years. ' bad ances with electricity compa- 
responded to competition nies in Germany. He said 
from India by taking 26 per that could involve swapping 
cent of a chemicals producer power assets to ensure 
there in return for market- mutual access to each oth- 
ing rights to its production, er’s markets. Eastern is also 
This would enable it to in talks with the Dutch gen- 
switch its existing US agro- era tor UNA and companies 
chemicals facilities to higher in Poland and the Czech 
value-added production. republic. 


By Virginia Marsh 

Wet weather caused by El 
Nino, destocking by custom- 
ers and increased competi- 
tion from India, combined to 
knock £6m ($i0m) off interim 
profits at BTP's US-based 
insecticide business. 

The shortfall in agro- 
chemicals held back the 
group's interim pre-tax prof- 
its to 2202m (£25 2m). after 
exceptional charges and 
goodwill amortisation of 
£2.7m. This was despite a 
23.2m contribution - from 
acquisitions, after £l.6m of I 
goodwill. Sales were £183m I 
(£21 6m), but were flat on i 
continuing- operations at 
2129m in the six months to 
September 30. 

Agrochemicals performed 
worse than many analysts 
expected and pre-tax profits 
for the foil year were down- 
graded by about £3m to 
£51m-£53m (£53 2m), for a 
prospective p/e of 16 . 

Steve Hannam. chief exec- 
utive. said the group, which 
has been reorganised in the 
past two years. ' bad 
responded to competition 
from India by taking 26 per 
cent of a chemicals producer 
there in return for market- 
ing rights to its production. 
This would enable it to 
switch its existing US agro- 
chemicals facilities to higher 
value-added production. 
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JOHN KAY 


The century 
of equity 
and enigma 


Shares have vastly 
outperformed other 
investments, but the 
reasons for this 
remain a puzzle 


It has been a good century 
for equity investors. 

Barclays Capital Is the proud 
keeper of records of returns 
on different asset classes 
since 1918. Over that period, 
equities have outperformed 
cash and bonds by around 
6 per cent a year. 

Over all hut the shortest 
time periods, this 
Qiitperformance - the equity 
premium - has been 
consistently maintained. 
Research in the US suggests 
a similar figure has been 
true for America. 

The economic 
consequences have been 
profound. Institutional 
investment, once dominated 
by fixed-interest holdings, is 
today mainly in shares. 
Financial markets and 
corporate governance are 
organised around the central 
role of equity markets. 
Companies seek returns on 
investment that match 
equity investors' 
expectations - 15 per cent or 
more. So they look for deals, 
and narrow the range of 
their activities to focus on 
those that will assure these 
high returns. We invest 
relatively much less in 
infrastructure than our 
Victorian forebears. 

There are good reasons 
why equities should yield 
more than safe assets. Risk 
is the essence of capitalism. 
The equity premium is what 
shareholders need to be paid 
for lying awake at night 
worrying about the Cate of 
their investments. They 
could place their money on 
deposit or in indexed bonds, 
and sleep more soundly. 

They need to be 
compensated for this 
disturbance to their 
tranquillity. 

But at 6 per cent a year? 
The UK stock market is 
capitalised at £l,250bn 
($2.075bn). That makes the 
annual compensation for 
loss of sleep £75bn - about 
10 per cent of national 
income and £1,300 per year 
for each man, woman and 
child in the country. And 
since most of these men. 
women and children do not 
give a thought to the level of 
the stock market, the rest of 
us must be losing a lot of 
well -remunerated sleep. 

Indeed, the rewards of 
risk-bearing are so high as 
almost to eliminate the risk 
itself. IT equities outperform 
safe assets by 6 per cent a 
year, the probability that 
you will do better in safe 
assets than in equities over a 
10-year period is negligible. 
This is the equity premium 
puzzle. The equity premium 
is the reward for risk, but 
the magnitude of the reward 
is wholly out of line with the 
magnitude of the risk. 

However you look at it, 
the equity premium is 
inexplicably high. What 
would happen If such 
returns persisted? The net 
yield on the All-Share index, 
which is what investors will 
receive next century, is 
today about 0.5 per cent 
more than the secure return 
on indexed gilts. To provide 
a total return 6 per cent 
higher than a safe 
investment in indexed stock, 
company earnings and 
dividends will have to grow 
at 53 per cent a year - 
indefinitely. But the British 
economy does not grow at 
anything like this rate, and 
nor can profits and share 
prices. If they did, by the end 
of next century dividends 
would absorb more than half 


of national income and 
compensation for worrying 
about the level of share 
prices would be the main 
source of national income. 

We can say that equity 
returns will not be as high 
in future as in the past and 
that people who look for 15 
per cent returns on assets 
are living a dream. That 
means the past 100 years, in 
which the outperformance of 
equities has been a 
consistent theme, have been 
a fluke. Hard to believe. 

Still, the improbable Is more 
likely than the impossible. 

But, on reflection, perhaps 
It is true. There have been a 
whole series of special 
foctors favouring equity 
investments. Some have 
been long-term trends. 
Inflation has been foster 
than anticipated across most 
of the century. Quoted 
companies have become a 
far more Important part of 
the economy. Short-term 
influences have also boosted 
shares. Then there is the 
rerating of equities relative 
to other investments, rapid 
growth in productivity and a 
recognition of 
knowledge-based assets. 

Few of these factors 
favouring equities were folly 
apprehended before they 
happened. Imagine yourself 
seeking Investment advice in 
1900. Your uncle might have 
advised backing Buenos 
Aires tramways, your 
grandfather might have 
recommended Russian 
bonds, and your cousin 
would have had confidence 
in fa rmlan d. And your father 
would have assured you of 
the stability of residential 
property. Perhaps a raffish 
great uncle might have 
recommended a small wager 
on the Atlanta pharmacist 
whose Coca-Cola beverage 
was catching on. 

If you had taken him 
seriously, you would have 
more than compensated for 
the huge losses you would 
have incurred on the other, 
more prudent, suggestions. 
With the benefit of 
hindsight, we know that 
shares in British and 
American companies were 
the outstanding investments 
of the 20th century. But that 
is with the benefit of 
hindsight; in 1900, other 
people were buying 
Argentine tramways. And 
they might have been right 
in their investment 
decisions. If they had been, 
small investors would today 
be piling into tramway 
investments and we would 
be reading academic 
treatises on the tramway 
premium puzzle- 

past performance is not a 
guide to the foture. We do 
not know what asset class 
will perform best over the 
next century because if we 
did that knowledge would he 
reflected in the price. Your 
best strategy in 1900 was to 
take some, but not too much, 
of the advice of all your 
relatives and diversification 
remains the only key to 
security of performance. 

Maybe this is the end of 
the century of equity 
outperformance. But do not 
rush to sell your holdings. It 
is almost 15 years since two 
financial economists, Mebra 
and Prescott, first drew the 
attention of the academic 
world to the equity premium 
puzzle. They argued that it 
was much higher than 
rational economic theory 
could explain. The longest 
bull market in the history of 
investment followed. 


The author is the Peter 
Moores Director of the Said 
Business School at Oxford 
University cmd a director of 
London Economics. This 
column appears fortnightly. 
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MANAGEMENT & TECHNOLOGY 


INTERVIEW JOHN IDOL, DONNA KAHAN 


Mover into lifestyle 


The chief executive of the New York fashion house tells ■ 

Alice Rawsthorn of plans to take the group in fresh directions 


One of the first 


things John Idol did 
on his first day as 
chief executive of Donna 
Karan, the New York fash- 
ion house, was to telephone 
Leonard Lauder, chairman 
of Estee Lander, the power- 
ful US cosmetics group. 

Within weeks, they had 
thrashed out an agreement 
whereby Bst£e Lauder 
acquired the licensing rights 
to Donna Karan’s perfumes. 
Mr Idol then struck similar 
deals with Liz Claiborne and 
Esprit for jeans and 
childrenswear respectively. 

The decision to license 
perfumes and jeans, rather 
than manufacture and dis- 
tribute them in-house, is one 
of numerous changes Mr Idol 
hag maria in the 15 months 
since he was drafted into 
Karan from a senior position 
at arch-rival Ralph Lauren. 

"The last year has been a 
difficult one, and we've 
pretty much restructured 
thfg company from top to 
bottom, but we needed to,” 
be says. 

Mr Idol, a boyish-looking 
39- year-old. says he joined 
Karan because “it’s an amaz- 
ing brand with tremendous 
potential and I really liked 
Donna - the person". But 
the company he took over 
was in poor shape. 

Ms Karan made her name 
in the 1980s, when she joined 
Calvin Klein, Ralph Lauren 
and the handful of other 
fashion designers who are so 
well known that they are 
identifiable by first names. 

Her rivals have cultivated 
immaculate, improbably per- 
fect public images; Ms 
Karan, meanwhile, has been 
happy to talk about her inse- 
curities. telling Vogue maga- 
zine about her dependence 
on psychics and bragging 
about how cleverly the new 


season's skirt disguises her 
(far from slender) hips. 

Her appealingly accessible 
persona, coupled with the 
apparently endless pa p araz zi 
shots of Ms Karan with 
equally photogenic friends 
such as Barbra Streisand 
and Demi Moore, has given 
her brand an enviably high 
media profile. But she was 
less aggressive at developing 
her business than Klein mid 
Lauren, despite launching 
DENY as a sportier version 
of her catwalk coDection and 
taking her company public 
in June 1996. 

The flotation began with 
aplomb, with Ms Karan ring- 
ing the bell cm the New York 
Stock Exchange trading 
floor, but swiftly turned 
sour. As a private concern, 
Karan had discreetly weath- 


ered ' the storms of the 
designer fashion market, 
where consumer taste 
changes so swiftly that stock 
management is notoriously 


The shares 
peaked at $28 on 
their first day of 
trading, but fell 
fairly steadily 


difficult but as a public com- 
pany. its problems were 
embarrassingly public. 

Karan’s shares peaked at 
$28 on their first day of trad- 
ing. but fell fairly steadily 
for the next year of weak 



‘For a company with such a high profile and 
strong brand, it’s still very small, which 
gives us enormous growth potential’ 


results. On the day of Mr 
Idol's appointment, - they 
were worth only SJ1.75, 

ffia first priority was. to 
streamline Karan’s sprawl- 
ing business. Its 13 opera t i n g 
divisions were whittled 
down to six, mostly by stri- 
king' licensing deals with 
bigger businesses, which 
have more clout with retail- 
ers and more to spend on 

“H you can get an expert 
like Estee Lauder to sell 
your beauty products, why 
do it yourself?” asks Mr Idol 

The remaining ranges 
have been streamlined to 
ease production planning 
qnri stock control. Mr Idol 
also reviewed pricing, and is 
reducing prices in line with 
competitive brands. DENY 
prices will fell by at least 
10 pm* cent next spring, and 
the main collection's by up 
to 15 per cent 

Another priority is 
expanding Karan’s retail 
interests. Until now, it bas 
adhered to the old-fashioned, 
but less profitable, strategy 
of selling through depart- 
ment stores, rather than Its 
own boutiques. Unlike Klein 
and Lauren, Karan does sot 
have a fla g shi p boutique in 
New York for either brand. 

Mr Idol is looking for sites 
in Europe, Asia and North 
America. A DENY flagship 
will open on New York's 
Madison Avenue in March, 
following DENY openings in 
Denver, Boston and New Jer- 
sey. Ms Karan will person- 
ally pay for the construction 
of a 10,200 sq ft Donna Karan 
flagship store, also on . 
Madison Avenue, due to 
open next autumn. 

The company is also keen 
to strengthen its presence 
beyond clothing. Ilse Craw- 
ford, former editor of Elle 
Decoration, the interior . 
design magating, has been 
hired to oversee the expan- 
sion of home products. 
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Fashion victim: life was easier as a private concern 


“I see Donna Karan as a 
lifestyle business," says Mr 
Idol. “For a company with 
such a high profile and 
strong brand, it’s still very 
s mall, which gives us enor- 
mous growth potential.” 

He hopes that the relative 
immaturity of Karan's busi- 
ness will offset the financial 
pressures on the .designer 
fash ion market, which has 
been destabilised by the 
Asian downturn. Karan 
recently warned that its 1998 
profits would fall below 
expectations, largely because 
of Asia's instability, but 
other US designers have 
been hit harder, notably 
Isaac Mizrahi and Todd Old- 


ham, who closed their fash- 
ion houses this autumn. 

Mr Idol accepts that the 
uncertain trading outlook, 
coupled with Karan's 
accident-prone history, could 
drag out his efforts to 
restore investors' confidence 
in the company. Karan's 
shares are still hovering at 
about $6%. a quarter of their 
opening price. 

"It isn't going to be easy.** 
he says. "But we are nearly 


through the restructuring > ^ 


and. hopefully, next year 
should be a good one. 

"By 2000, things should be 
better, and then we’d hope 
that Investors might look at 
us again.” 


MANAGEMENT JAPAN'S TEMPS 


Life after 


jobs for life 


Fiona Graham 

finds dissatisfaction 
with traditional 
office culture 


m 


Eight executives sit 
round a table at a 
meeting. The most 
senior spills his coffee while 
explaining business strategy. 

One by one, the others fol- 
low suit and spill their coffee 
on the table - apart from the 
last and youngest of the 
group. Everyone glares at 
him. He bites his lip and 
stares down at his cup. 

The time bas come to act: 
he takes a deep breath, 
stands up and strides out of 
the room and down the cor- 
ridor to a telephone. He dials 
a number and a voice 
answers: “Staff Service. 
Would you like to register 
with us?" 

This television commercial 
for one of Japan's leading 
temporary-employment 
agencies is one of a series of 
16 such advertisements. The 
company claims the cam- 
paign has had a huge 
impact, with registrations 
tripling since it began. 

The response underlines 
the Increasing dissatisfac- 
tion with traditional Japa- 
nese companies. Staff are 
defecting to temporary 
employment agencies such 
as Staff Service, Manpower 
and Pasona. and the indus- 
try is enjoying a boom. 

The sector’s growth repre- 
sents a marked change in 
the behaviour and expectar 
tions of Japanese staff and 
employers. In the past, com- 
panies usually hired employ- 
ees directly from universi- 
ties, and trainees were 
expected to stay with the 
same group for life. The 
company was supposed to 
guarantee the employee a 
stable working environment, 
while employees were sup- 


posed to live for the com- 
pany, showing complete obe- 
dience to their superiors. 

But now companies are 
increasingly unwilling to 
take on the cost of perma- 
nent employees, and workers 
themselves are more willing 
to take the risks of being 
temporary employees. 

Many Japanese are becom- 
ing disillusioned with tradi- 
tional management methods 
and the darter side of life- 
time employment is begin- 
ning to be openly discussed. 

In a Japanese corporation 
if senior executives bully or 
harass younger employees, 
there is little opportunity to 
move 1 departments - the 
only thing may be to quit 
altogether. 

The bullying; harassment 
and pressure to conform at 
traditional companies are 
themes that Staff Services 
has stressed in the advertis- 
ing. 

The advertisement deplete 
the petty bullying that arises 
in a work environment 
Where status is judged by 
length of service in the com- 
pany, regardless of skill. 

There is, of course, a cost 
in being a temporary 
worker. There is the loss of 
the benefits of lifetime 
employment - the stability 
and the certainty of a Job. 
But some freedom is gained, 
some ability to choose when 
and where to work and also 
the knowledge that work 
contracts are bounded by 
clear rules. 

Mika Tabata, Staff Ser- 
vice’s advertising manager, 
explains: "We wanted the 
advertisements to be funny 
and attend on-grabbing, but 
also for people to be able to 
identify with them. Japanese 
companies are never as 
extreme as the advertise- 
ments, but they are parodies 
of real situations that every- 
one instantly recognises." 



INFORMATION TECHNOLOGY BRIEFS 


Keyboard gives 
instant web 
browser control 


While the internet has 
revolutionised the worlds of 
computing, communications 
and content, the browser 
has quickly become the 
standard interface for 
software. 

Recognising this, Logitech, 
the Switzerland-based 
market leader In "human 
interface devices", has 
launched an internet 
keyboard that features 17 
extra, dedicated buttons for 
instant web browser control. 

The buttons provide single 
keystroke access to a range 
of standard browser 
functions. They can also be 
programmed by the user to 
access favourite web sites, 
applications or files. 

The keyboard costs 
$39.95 in the US and works 
with either Microsoft Internet 
Explorer or Netscape 
Navigator. 
wwwJogitech.com 


Site content 


moves simplified 


Moving content between 
different web sites often 
involves writing special 
software for every transfer. 
An easier method, the 
Information and Content 
Exchange (IC^ standard, 
avoids fills, writes Alan 
Stewart 

The standard may reduce 
the cost of doing business 
online, ft will be useful for 
news providers that 
syndicate their Information 
services to many web sites, 
and other syndicators of 
content including travel and 
financial information. 

David Mathison, vice- 
president of technical 
development at Reuters 
NewMedta in New York, 
says the standard wB! be of 
considerable benefit to 


companies that have had to 
create their own tools. 

"ft was ad hoc, expensive 
and time-consuming, so only 
large publishers could 
syndicate,” he says. ICE 
however, would also allow 
small and medium 
publishers to syndicate 
content 

ICE is an application of 
tiie Ext enable Markup 
Language (XML). This is a 
universal publishing format 
for the internet that will 
eventually replace the 
cunem Hypertext Markup 
Language (HTML), used to 
write web pages. 

The standard was 
launched at a meeting In 
San Francisco of the ICE 
Authoring Group, which 
includes Microsoft, Sun 
Microsystems, Adobe and 
National Semiconductor. 

Prototypes of software 
based on the standard were 
demonstrated by Vignette, 
the Texas-based software 
supplier That pioneered It, 
and News Internet Services 
(NIS), a division of News 
Corporation. 
www.vignette.com 


Scanner on a 
chip launched 


Document scanner prides 
have plunged in recent years 


as sflfcorr krtegratfonhas 
-reduced the number of chips 
required. Now National 
Semiconductor has taken 
the process to its logical 
conclusion by launching the 
first complete scanner- 
on-a-chip. 

National's LM9830 chip 
incorporates all the functions 
of a high-performance colour 
scanner In a single 
integrated circuit The chip 
can process 6m pixels a 
second and scans images in 
full 32-bit colour. 

National says fire chip sets 
a new standard in price/ 
performance for image and 
document scanners. 
wwwjisc.com 


Virtual reality 
advances design 


Virtual reality or data 
visualisation software is 
helping product designers 
and manufacturers shorten 
product development cycles 
by removing the need to 
build costly and time- 
consuming physical 
mock-ups. 

The latest version of dV/ 
MockUp, part of Division 
Group's interactive graphics 
software package, enables 
manufacturers to create a 
fully functional and 
accessible simulated version 



Platform far progress: .train . 

joint venture. Is one user of Dfvfcfon Group’s software 


of a proposed product 
design, in order to analyse 
its form, fit and function. 


Version 6.0 of the software 
includes direct interfaces to 
leading modelling packages 
such as Alias and SDRC’s 
IDEAS and improved ease of 
use. “dWMockUp 6.0 
represents a significant step 
forward in virtual mock-up 
productivity and 
communication for designers 
and engineers,” says Mike 
Seely, principal analyst with 
CIMWoiid. an industry 
consultancy. 
www.dMsion.co.uk 
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Linux gains 
ground 


The growing popularity of 
the Linux “open source" 
operating system is 
prompting more and more 
traditional hardware and 
software vendors to commit 
themselves to supporting it. 

A small group of new 
companies has sprung up to 
offer commercial support 
and office products for 
Linux. 

Among them Is SuSE, 
Europe's leading Linux 
distributor which recently . 
announced the release of 
Linux Office Suite 99 - a 
comprehensive office 
productivity suite which for 
the first time poses a serious 
challenge to Windows- based 
products. 

Like its Windows-based 
rivals, Office Suite 99 
includes a spreadsheet, . 
word processor, 
presentation graphics, 
database, fax programme 
and many other business 

applications. 

The package comes with 
the latest version of 
Appibware 4.4.1 and is 
compatible with SuSE, Red 
Hat, Caldera and other 
versions of Linux. 
www.suse.com 
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HJffflPEAN OVE RVIEW 

By PhiBp Coggan, 

Harkats Editor 

There were farther signs 
yesterday that- European 
investors were winding up 
their activities ahead of the 
Christmas holidays and ♦'h p 
potentially hazardous -switch 
over to the euro at the start 
of the new year: 

Trading was fairly quiet 
across the continent's 
bourses, especially with 
some markets dosed for hol- 
idays. and there was Utile 
direction to the trans- 
national indices. The FTSE 
Eurotop 100 index gained 

FTSE Brioc 100 

Index "V 


5-51. or 0-2 .per . cent, to 
2,576.64, while, the broader 
Eurotop 300- rose 034 to 
1JJ&5S. The FTSE Ebloc 100 
index. Which focuses on 
stocks in the euro-zone, 
edged up LOT to-as&L . 

A surprise rise Sa German 
unemployment reminded 
investors th at the risks to. 
European growth were still 
on the downside.- 
There was also a 'modest 
setback to the recent wave 
of merger announcements 
when reports emerged that 
Rhflne-Pouleac and Hoechst 
might be delaying thatr. Joint 
venture. Hbechst fell Ecu 
0.80 to ECU 34JKL 
But talk of a big merger 


Involving Zeneca, the UK 

pharmaceuticals group, to be 

revealed today, lilted that 
company’s shares. Zeneca 
gained Ecu LSO-to Ecu 3533 
while Astra;, its putative 
pariser, rose Ecu 0.«3 to Ecu 
15 l 86. The sector edged up 02 
pa* 

Oil stocks enjoyed a 
rebound, with investors feel- 
ing the sector might have 
readied a bottom after' the 
crude price fell below S 10 a 
barrel: Royal Dutch was up 
Ecu 080 at Ecu 3BJ7. 

With the starting condi- 
tions -for monetary union 
pretty settled, analysts are 
starting to turn their atten- 
tion to the tw** ph prei. . 


Carmen Nozzo of Salomon 
R yiHfi Barney /Citibank said 
that over, the coming months . 
markets were likely to raise 
the chances that- the UK, 
Sweden and Denmark would 
join Emu in the period 
2001 - 2002 . 

“At present, markets still 
project that the Emu outs 
will have significant interest 
rate spreads over the Emu 
bloc In 2001-02. Thus a pro- 
Emu shift would support 
intermediate -fixed income 
assets In the Emu outs. 
Among the currencies, the 
Swedish . krona would 
strengthen markedly, while 
sterling would weaken some- 
what,’* he said. - - 


FTSE Actuaries Share Indices 


European series] 
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JGBs MoF TO DROP REDEMPTION CLAUSE 


Legal change 
to give better 
guarantees 


By Gffltan Tstt In Tokyo 


Japan will change the legal 
framework for its govern- 
ment bond market next 
month to give investors bet- 
ter guarantees about the 
security of these bonds. 

In particular, the Ministry 
of Finance will abandon its 
practice of attaching a 
clause to any JGB issuance 
that wuuld allow it to 
redeem the bonds forcibly 
before the official redemp- 
tion date at the par price. 

It has also pledged not to 
redeem forcibly any existing 
bonds that have already 
been issued, even though 
these bonds all carry the 
'‘early redemption” clause. 

The moves will help bring 
Japan into line with other 
industrialised countries and 
could boost international 
investor confidence in the 
legal rramework of the JGB 
market. As William Camp- 
bell. head of research at 
J. P. Morgan, says: “This is a 
good step. They should have 
done it some time ago." 

It comes as the govern- 
ment is considering mea- 
sures to attract more inter- 
national investors into the 
market, not least because it 
is preparing to make mas- 
sive new issuances in the 
coming months. 

The early redemption 
clause has long been consid- 
ered one of the striking 
peculiarities of the JGB mar- 
ket, partly because its legal 
status was not clear. 

Until recently most ana- 
lysts assumed the clause was 
meaningless, since the gov- 
ernment had never activated 
it. However, Japan has main- 
tained this clause, in con- 


trast to other Group of 
Seven countries. 

Earlier this year, for exam- 
ple, there were rumours that’ 
some local governments 
were poised to activate their 
own early redemption 
clauses because they faced 
financial pressures. These 
rumours were denied but the 
talk pushed their bond 
prices down and forced some 
to drop the clause. 

The Ministry of Finance 
has consequently come 
under pressure to abandon 
the clause. With the govern- 
ment planning to increase 
the pace of JGB Issuance, 
officials are considering 
other steps to make the mar- 
ket more attractive. 

An influential advisory 
committee to the ministry, 
tor example, has recently 
called for the government to 
scrap the withholding tax tor 
foreign investors in the JGB 
market. The committee, 
known as the Foreign 
Exchange council, also 
called on the government to 
throw open the finance bill 
market to competitive auc- 
tions for the first time. 

It also recommended rapid 
measures to curb the prac- 
tice of trading JGBs through 
“street names", whereby ! 
non-resident investors regis- 
ter their JGB holdings under 
the name of Japanese insti- 
tutions to avoid local taxes. 

The government has not 
Indicated whether it will 
adopt the report's recom- 
mendations but the ministry 
has already broadly agreed 
to cut the withholding tax 
next year, and the Bank of 
Japan is hoping to hold com- 
petitive price auctions for 
finance bills next April. 
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BENCHMARK GOVERNMENT BONDS 
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INTERNATIONAL CAP ITAL MARKETS 

German data lift Europe 


■BONDS MOVE TO BOOST LIQUIDITY ‘ 


GOVERNMENT BONDS 


By Arkady Ostrovsky in London 
and John Labata in New York 


i Mainland European markets 
pushed higher yesterday as 
further evidence emerged 
that the German economy 
was slowing, and the UK 
market also moved up in 
expectation of a cut in inter- 
est rates tomorrow. US 
bonds were also slightly 
higher in early trading. 

German unemployment, 
which has fallen for most of 

this year, rose by 4,000 last 
month to more than 4.1m, 
against market expectations 
of a continuing fan. The data 
were interpreted as being 
good for the inflation out- 
look and the March German 
bund contract settled 0.26 
higher at 115.70. 


Most of the activity was at 
the long end of the yield 
curve. Analysts said short- 
dated bonds were becoming 
folly valued after adjusting 
to the co-ordinated European 
interest rate cuts last week. 

Recent comments by offi- 
cials of the European Cen- 
tral Bank also appear to 
have convinced most inves- 
tors that short-term rates are 
unlikely to come down In 
the first quarter of next 
year. 

“The front end of the 
curve is looking fully 
priced." said Phyllis Reed at 
Barclays Capital “The mar- 
ket is now starting to price 
in another interest rate cut, 
which may or may not come- 
We thififc it is time to take 
profits." 

Long bunds looked attrac- 
tive as a result “The market 


has priced in too much infla- 
tion at the long end of the 
curve and the worries about 
loosening fiscal policy in 
Europe are receding, which 
is helping the 30-year end," 
she said. 

UK gfits rallied, with the 
March contract rising M6 to 
117.86. Jeremy Hawkins at 
Bank of America said the 
consensus on interest rates 
had changed since last week 
and the market now expec- 
ted the Bank of England to 
cut by SO basis points. 

Analysts said the yield on 
10-year gilts was holding 
below that of 10-year US 
Treasuries because the mar- 
ket expected UK rates to 
converge with those of the 

euro-zone countries. 

US Treasuries were 
slightly higher in quiet mid- 
day trading. The 30-year 


bond was up £ to 103S, 
yielding 5.032 per cenL-Jbe 
10-year note rose &.to IOOb. 
yielding 4.651 per cent and 
the two-year note gained - & 
to 100%. yielding 4-491 per 
cent 

“Corporate supply is com- 
ing in today, so that’s put- 
ting pressure, on the mar- 
ket," said David Ging, 
market strategist at Donald- 
son, Z+ufldn Be Jenrette.in 
New York. 

Spreads of emerging mar-, 
kets bonds over US Trea-' 
suries fell 15 basis points to 

I, 090 points, according to 

J. P. Morgan EMEU index. 

Jose Luis Daza, at 

JJ> Morgan in New York, 
said the tone is trading was 
positive, with Russia no lon- 
ger having a significant 
influence over the general 
direction of the market 


By Avi Macbfis laTet Ariv 


China to price $500m global 


INTERNATIONAL BONDS 


New international bond issues 


By Edward Luca, 
Capital Markets Editor 


Amount Coupon 
BL % 


Maturity Fw* 


China is today expected to 
price its much-awaited 
$S00m global bond issue, the 
first offering from an Asian 
sovereign since South Korea 
came to the market in April 
The bond, which could be 
increased by a further $500m 
depending on demand, is 
also China's first dollar 
offering since its ill-timed 
foray into the markets in 
October last year. 

The offering is designed to 
underline China's ability to 
tap the markets at a time 
when other Asian borrowers 
- notably Thailand, Indon- 
esia and even Korea - are 
experiencing restricted 
access to overseas capital. It 
will also be seen as a state- 
ment of confidence in the 
wake of the solvency prob- 
lems at many of China's 
international trust and 
investment corporations. 
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The Spanish region of 
Catalonia became the first 
European local government 
borrower to return to the 
yankee bond market for a 
second helping with a $20Gm 
20-year offering. 

The bond, priced to yield 
115 basis points over the 
Treasury benchmark, fol- 
lows a euro -denominated 
offering in October and its 
debut yankee earlier in the 


year. An official said the 
region had opted for the yan- 
kee market to take advan- 
tage of the longer maturities 
on offer. 

Bass, the UK leisure 
group, issued its first ster- 
ling bond since 1989 in a 
£150 tn offering. The bond, 
the company’s debut under a 
new medium-tern note pro- 
gramme, comes shortly after 
it reported net profits far 


1908 than doubled to £650m. 
The proceeds will refinance 
more expensive bank debt. 

BellSouth, the US baby 
Bell telephone company, 
returned to the euromarkets 
for the first time since 1963 
with a 10-year $300m offer 
ing. It chose the eurobond 
market to take advantage of 
the narrower spreads on 
offer in comparison with the 
US market. 


Israeli traders wHl Wsith a: 
sigh of relief next month 
when the Tel. Aviv Stock 
Exchange scraps its old trad- 
ing system ior a new elec- 
tronic one. - 

. .Under the, .old system, 

. bond prices were fixed once 
a day via an automated daily 
auction. The Tel Aviv Con- 
tinuous Trading (TACT) sys-. 
tern, which has been used 
for the top lOo. stocks since 
the ; start" of the year, will 
allow traders to make deci- 
sions throughout the day. 

It will also help boost 
liquidity in; a. bond market 
dominated by a small num- 
ber of investors. 

However, -although Euro- 
pean and “US fund managers 
have started eyeing Israel's 
domestic debt market hopes 
in Tel Aviv that the techni- 
cal chang e might usher In a 
new era of foreign invest- 
ment may be premature. 

“Before getting involved, 
we would need to see much 
more liquidity and more 
transparency, which at the 
moment just isn't there," 
said one UK fund manager. 

Short term Israeli T-bills 
offer nominal yields of about 
13 per cent but average daily 
trading volume in the first 
10 months was a' mere 
Sbk274m. Even with the new 
system, liquidity will con- 
tinue to suffer, say analysts. 

Israel's five biggest banks 
control most of the country’s 
Investment funds and 
account for about 55 per cent 
of bond trading. In addition, 
the government continues to 
issue non-tradable bonds to 
pension funds. These carry 
attractive guaranteed yields. 


are a disincentive for invest- 
ment in equities or debt and 
up about 31 per cent of 
Israel’s Shk280bn of domes- 
tic government bonds. . 

Meanwhile. moBt .of 
Israel’s pension funds are 
. government-owned. . run a 
deficit flywi do not' invest in 
the capital markets. 

“The market Is crippled by 
the absence of involvement 
of the pension funds, r said. 

Raul Bronfeld, managing 
director of the TASE. "But 
the move to the. TACT will 
mnkg trading mere transpar- 
ent, flexible. liquid and fair. 

I think It is a very important 
first step that will also make 
it easier for foreign traders/* 

The move to the TACT 
wiff make Israel’s bond mar- 
ket more accessible to for-. . 
eign investors, who have 
been deterred by Israel’s 
complicated inflation-linked " 
and dollar-llnked bonds, 
which account for 81 per 
cent of market, capitalisa- 
tion. Corporate bonds make 
up (mly 7 per cent. 

From next month, foreign 
investors - who hold less 
thug i per cent of domestic - 
government debt - will be 
allowed to bid directly in 
Treasury auctions via e-mail 
or fox. but to make the mar- 
ket truly accessible, the 
■ state must loosen its grip on 
derivatives. 

“Even in the relatively 
safe fixed-income markets, 

- fond managers want slightly 
more exotic components to 
provide added value, to their 
.portfolios.’* said Ban Doran, 
at Solid Capital Markets, a 
Tel Aviv brokerage. “High 
yields of emerging market 
bonds such as Israel's could 
be the answer.” 
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CURRENCIES & MONEY 


lining remains elusive 


, j^ARKETSR^ORT 
By Alan Beattie 


Sterling sagged down still 
further yesterday against 
the D-Mark as survey evi- 
dence of poor retail sales 
added to the unremitting 
gloom sturouhding the econ- 
omy. 

Sterling fell nearly a pfen- 
nig to DM2.762 at the end of 
the London trading session 
yesterday, dragging the dol- 
lar down to DM1.671. 

With December 1398 short 
sterling contracts gaining 
another five basis points yes- 
terday, market participants 
began to talk of a SO basis 
point interest rate cut as the 
- most likely outcome when 

■'••• the Bank of England's zuone- 

• 'iv t^ tary policy committee meets 
• ~ :» iri 1 ' on Thursday. 

' Jnferrin ff expectations of 

. , rr repo rate cuts from the short 
j 5^ sterling curve is notoriously 

• difficult around the end of 
:< 7h' because volatile and 

: - ' . i ^>Hli3iuid markets 
■ ‘ • * i*.no 
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the interbank rates on which 
thfi contract is based consid- 
erably above the repo rate. 

But with the curve pricing 
in an interbank rate of lass 
than &5 per cent at its mid- 
December settlement date,' 
this could easily imply a 
repo rate of &25 per' cent, 30 
basis points below the pres- 
ent level. 

W The South African rand 
provided some excitement 
yesterday as it fell through 
the R6.0 level against the 
dollar amid rumours of 
renewed hedge fund activity 
pushing down the currency. 

Weakness in commodity 
prices and a widening cur- 
rency account deficit have 
made the currency vulnera- 
ble to speculative «tt»r»fr . . . 

Although slightly better 

■ POUND IN NEW YORK 


than expected current 
account data yesterday tem- 
porarily made the rand 
spuing hack above the RAO 
lead, it ended more than one 
per cent down against the 
dollar at R6.009. This was Its. 
lowest dose for around two 
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“Lots of- DS hedge foods 
stopped trying -to short the 
rand when it ' went from 
R &20 to R5b60 earlier in the 
year, 1 * said the chief foreign 
exchange dealer at an invest- 
ment iwwit <n London. “But 
now It is. weakening, they 
are moving back in.** ' 

The rand managed to 
escape much of the turbu- 
lence in emerging markets 
In 1997, wiiij only rain* under 
flt tmck th e Russian debt 
- dpftwiit ffl i Mfir . fhfa year led 
-to -a flight away from all 
emerging market carrendea, 
particolffl-jy those with an 
econemy dependent on com- 
modity exports. - 
‘ In recent weeks the value 
of the rand has been propped 
up by various flows, includ- 



ing a rumoured bid for 
South African Breweries. 

Stories that the South 
African Reserve Bank 
(SARB) has tried to support 
the rand this week have 
been unsubstantiated. “I 
haven’t seen them baying 
rands in the last two days,” 
said the dealer. : . 

“But you cant always see 
them at work, since they are 
pretty selective in who they 


deal with," he said. 

The dealer added that the 
SARB had been trading on 
the other side of the market 
last week, unwinding some 
of the shortness -in their 
book built up by past epi- 
sodes of intervention to sup- 
port the currency. 

■ Chaos to the east of them, 
recession to the west of 
them. No wonder the curren- 
cies of central and eastern 
Europe are starting to look a 
little shell-shocked. 

Both the Czecb koruna 
and the Polish zloty fell 
again yesterday after having 
weakened over the past 
week. The koruna closed at 
K&30.343 against the dollar 

■ OTHffl gjjjjjjjcgS 

Decs I. % 

Cach *50.1388 - 50240230300 - 303060 

fiaojmj ssarn • *02x217730 - zt ms 

tan 496020 - 05730300000 - 300000 

Am* 04999 - Dane tuos - ojqzb 

p«a 5.1821 - 5.1718 3.1240 - 3.1280 
W tad 50049 - 53134 15130 - 151B0 
M 342X7 - 3U8S7 207000 - 21.1000 
UA£ 85891 - 63733 16729 - 33732 


in European trading, while 
the zloty was fixed 0B per 
cent lower against its mixed 
doQar-D-Mark parity rate. / 

Centra] European coun- 
tries are wen used to suffer- 
ing at lb* hands of larger 
powers. Bat now their gov- 
ernments and central Hanks 
are learning that peace in 
Europe and the end of the 
Cold War does not mean that 
they are now immune to 
events in surrounding eco- 
nomic blocs. 

"The weakness of these 
currencies Is more than just 
the Russian effect,” said 
Arnab Das, analyst at JP. 
Morgan in London. “Govern- 
ments and centra] banks in 
central and eastern Europe 
are focused on the slowdown 
to the west as much as the 
weakness to the east” 

Mr Das said that with 
inflation to the Czech Repub- 
tic and Poland weakening 
more quickly than expected, 
there was increasing room 
fbr interest rate cuts within 
the policy debate. 
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COMMODITIES & A GRICULTURE 
PEPPER GOVERNMENT LIBERALI SATIO N MO VE IN TEN DED TO BOOST LOW DAILY EXCHANGE VOLUMES 

India to allow foreign traders to 



By Kona! Bose in Calcutta 

The Indian federal 
government has liberalised 
the trading rules for pepper 
and will allow foreigners to 
give quotes in dollars. 

This move should boost 
the "pathetically low" daily 
trading volumes at the Inter- 
national Commodity 
Exchange for Pepper. 

The Indian Pepper & Spice 
Trade Association, which 
runs the ICEP. based in the 
south Indian city of Kochi, 
thinks about a dozen foreign 
trading houses will become 
members. 

At the International Pep- 
per Community's most 


recent meeting in October in 
Bali, foreign traders once 
again told the Indian repre- 
sentatives that they would 
not expose themselves to 
trading risk as well as the 
foreign exchange risk 
involved if they were to give 
quotes in Indian currency. 

According to the associa- 
tion, the foreigners fett ICEP 
would remain a “moribund 
exchange" until the Indian 
government allowed dollar- 
denominated trading. 

The government had previ- 
ously said dollar-denomi- 
nated trading in pepper 
futures would have to wait 
for “full convertibility of the 
Indian rupee” and an excep- 


tion would not be made for 
one commodity. However, it 
finally made the concession 
as the exchange would oth- 
erwise have collapsed, said a 
member of ICEP. 

The dally volume of trad- 
ing at the exchange ranges 
from a meagre 15 to 30 
tonnes. The foreigners have 
also informed IPSTA of their 
reluctance to make hedge 
contracts on ah Indian 
exchange because of the tax- 
ies levied on these contracts. 

Sanjay Marl w ala, presi- 
dent of IPSTA. said: “We 
have told the government 
that hedge account profits 
should not be treated as 
speculative profits." 


The government is likely 
to provide relief in the nest 
federal budget, to be pres- 
ented next. February. 

At the moment, trading is 
confined to Malabar pepper 
grown In India. Trade offi- 
cials say that for ICEP to 
become a platform far price 
discovery, it is essential that 
Indonesia, Malaysia, Viet- 
nam and BrazQ offer their 
pepper for trading on the 
Kochi exchange. They have 
been bolding back, waiting 
for the rules to be liberal- 
ised. 

The immediate task of the 
pepper exchange is' to move 
from an open-outcry system 
to screen-based trading. 


“IPSTA has an informal 
understanding with the 
Kuala Lumpur commodity 
exchange that once ICEP 
develops into a fully-fledged 
trading floor, it will open a 
second floor there,” said a 
member of IPSTA. 

A sure way to increase 
business at ICEP would be to ■ 
introduce, round-the-clock, 
on-line trading accompanied 
by an on-line clearing house, 
said Mr Mariwala. This 
would facilitate participation 
in futures trading by traders 
In the TJS and Europe, the 
two largest destinations for 
pepper exports. 

The three foreign houses 
participating in fixtures trad- 


ing through their local asso- 
ciates are McConmck of -the 
US, BarnsPh2p of- Australia 
and Mari Producten of the 
Netherlands. • . 1 ’ " 

Trade . official^ said the 
sanction for dollar-denomi- 
nated trading hadcckte at 
the zjgfic time, as IPSTA was 
about to send a delegation to 
the main pepper' procuring 
and consuming countries to 
promote IGEP. 

India, the .world's largest 
producer of black pepper, is 
expecting: a bumper crop to 
reach the: market towards 
the gpd of thfa month. 

According to' the Director- 
ate of Arecanut & Spices 
Development, the 1998-99 


. crop Is likely to be 100,000 
tonnes against last year’ 5 

60.000 tonnes. ' 

Trade officials, however, 
gay the' crop will be about 

80.000 tonnes. The interna- 
tional Pepper Community 
has revised, the world 1998-99 
pepper crop estimate from 

178.000 tonnes to 189,000 
tonnes. 

. la expectation or the bum- 
per crop in India, which has 
the largest share of the 
world trade of over $750m in 
pepper, buyers are generally 
staying away from the mar- 
ket Pepper prices, which 
doubled ta$4,500 a tonne m 
the past 12 months, are now 
: to move lower. 


Oil ahead 

despite 
denial of 
cuts reppr 


Renaissance for Malaysian tin mine 

Sungei Lembing is set to produce 1 ,000 tonnes a month, says Paul Newman 


A fter writing off its tin 
mining sector as a “sun- 
set industry”, Malay- 
sia’s political leaders are 
urging a return to basics 
with the redevelopment of 
dormant mines to save on 
foreign exchange from rising 
tin imports. A large contrib- 
utor to this goal could be the 
current drive to reopen what 
was once the country's larg- 
est tin mine. 

Twice flooded and with all 
mining operations aban- 
doned, the Sungei Lembing 
underground mine in Malay- 
sia’s Pahang state Is enjoy- 
ing another renaissance and 
is on course to produce 1,000 
tonnes a month in 1999. 

Once Malaysia's mast pro- 
ductive mine, yielding sev- 
eral hundred thousand 
tonnes of tin between 1887 
and 1987, the Sungei Lemb- 
ing mine is one of very flew 
lode tin complexes compara- 
ble in size with such legend- 
ary underground mines as 
Burma's Mawchi, Bolivia's 
Catavi and Australia's Reni- 
son Bell. 

Twice the mine went out 
of business. In 1941. during 
the Japanese occupation of 
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Malaysia, the mine operators 
switched off the pumps and 
fled into the jungle to pre- 
vent the invading army from 
gaining access to a valuable 
strategic metal by allowing 
the mine to flood. 

to 1987, the battle to keep 
Sungei Lembing solvent in 
the face of a depressed tin 


resolutely believed, the tin 
market would eventually 
recover on the back of a 
developing shortage of 
capacity. 

He secured a 15-year lease, 
established proven and prob- 
able reserves of 757,000 
tonnes grading 1.34 per cent, 
or 7,200 tonnes of metal, and 


Sungei Lembing is on course to resume 
its place as one of the world’s main 
tin mines, and could save valuable 
foreign exchange for a country that 
is a now a net tin importer 


market ended with the 
enforced* liquidation of 
Pahang Consolidated, the 
mine owner. 

Once again the mine was 
flooded, and the extensive 
rail network and other infra- 
structure, the head frames 
and mining machinery were 
all sold as scrap. 

In 1389. Sia Hot Kiang. an 
experienced geologist and 
indefatigable optimist, 
decided the mine could be a 
viable operation if, as he has 


drew up a plan to gain 
access to the lode outcrops 
or near-surface deposits 
delineated by a geochemical 
prospecting,* diamond dril- 
ling and pitting programme 
undertaken in the early 
1970s by Pahang Consoli- 
dated. 

Today, encouraged by a 
firmer tin market and an 
effective 35 per emit reduc- 
tion In production costs 
brought about by the Malay- 
sian government's introduc- 


tion in September of a fixed 
exchange rate of MSSSO to 
the US dollar, Mr Sia is plan- 
ning to step up current pro- 
duction rates of 20-30 tonnes 
a month to 1,000 tonnes 
within the next 12 months. 

Already some 3,000 tonnes 
of concentrates have been 
stockpiled and underground 
water Is being used for pro- 
cessing. serving the dual 
purpose or providing water 
far the ore treatment plant 
while draining the flooded 
underground -workings. 

To assist cash flow and 
accelerate development of 
one of Malaysia's most 
richly mineralised areas, Mr 
Sia has divided up the lease, 
identifying four separate 
mining areas of 700 acres to 
contract out to interested 
parties. Already two prospec- 
tive lessees have shown 
Interest in evaluating the 
property with a view to tak- 
ing out an option for mining. 

A tailings retreatment 
plant has been commis- 
sioned at the Gakak section 
of the Sungei Lembing mine 
and selective mining of 
exposed high-grade lodes has 
begun. 



Sungei Lambing in the 1960 b, when the mirra was one of 1h» biggest sources of tin Tin WBmational 


A large open pit pro- 
gramme to produce 200 tpm 
is in band and, with the four 
contract areas each capable 
of supporting a 200 tpm open 
pit operation, an integrated 
production figure of 

1,000 tpm is envisaged. 

Sungei Lembing is on 
course to resume its place as 
one of the world's main tin 
mines, and could save valu- 
able foreign exchange for a 
country that is a net tin 
importer after being the 


world's main tin exporter for 
most of this century. . 

While efforts to mine the 
hitherto untouched surface 
high-grade alluvial reserves 
of Sungei Lembing, ignored 
during the long regimen of 
poor tin prices, are being 
redoubled, draining the huge 
lode complex and resump- 
tion of underground develop- 
ment. remain a tantalifitng 
prospect if market prices Jus- 
tify such an operation. ■ 

Dr aining a - twine that cov- 


ers more than 500 miles of 
underground workings, the 
most extensively developed 
aafl e raronnd tin mine in the 
world, would be hugely 
expensive and keeping it 
water-free a hefty ongoing 
overhead. • 

Whether Mr Sia will suc- 
ceed in bringing Sungei 
Lembing back into full oper- 
ation for its third lease of 
life' depends on many fac- 
tors, not least the future 
course of tin prices. 


MARKETS RgQRTl 

By Robert Carzhie 
and Caroline Fossa 

oil prices finned yertettiay. 
although the main cause of 
the rise - a report Oat big 

Gulf oil producers had 
agreed on new production 
cuts - was later denied* by 
officials at the : Gulf 
Co-operation Council sum- 
mit meeting to Abu DpabL 
The price of Brent Blend 
for January delivery was 
quoted at $10.33 a baxrrf in- 
late trading on Lawton's 
International Petroleum 
Exchange, up 12 cents on 
Monday's close, although it 
been as high as $10.64. 
Earlier, the International 
Energy Agency reported'tbat 
oil demand in the tnairiV . 
industrialised countries ■ 
heavily to October” 
latest sign of spreading fecov» 
nonaic weakness. i 

The ISA's monthly toil 
market report also predicted 
global demand In the fourth 
quarter would be flat! at 
75.7m barrels a day, a 650.^00 
b/d downward revision from 
last month. i 

Gold was quiet on the Lon- 
don Bullion Exchange. Its 
afternoon “fix" was $294.40 a . 
troy ounce, down 10 cents *on 
the morning “fix”. It ended 
at $294.90. 60 cents down ;on 
Monday’s dose. • x 

Copper weakened on the 
London Metals Exchange to 
dose at $1,513 a tonne, 12 
cents down oh Monday’s 

price. » 

Copper’s weakness also 
affected nickel, which 
$190 a tonne at one point , ty 
$3)785, its lowest level to w?: 
years, before closing alt 1 
$3,805. • ■ 5 ' ■ 

Trading was poor. in the 
cocoa market on the London 
International ! Financial 
Futures and. Options 
Exchange. The March' con- 
tract lost £20 from Monday’s 
price to close at ^950 a tonne 
after reaching a new low of 
£947 during the day. 
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ACROSS 

1 Abiryde made for one? (8) 
5 Skilful doctor’s round in an 
island (6) 

10 Take to backing, I don't 
think! 

11 Magnet brings quantities to 
quality (9) 

12 Stuffing, mere act of per- 
vasion (9) 

13 Shakespeare's county cam- 

tal (5) 

14 Sound of young bird, a 
rtng? (6) 

15 Iffi P™ be 88ed for a 
flawed hero's company (7) 

IB Revolutionary Maoist died 
with ear trouble (7) 

20 Household where people 
get older? {G) 

22 Second bachelor abandon- 
ee sweet cake for dance 
(5) 

24 Composer <&edt) ^ MVer 
for copper (9) 

25 government 

QD lays on? (9) 

26 bears 
fruit (5) 

27 Lmra deigned the tree on 
the meadow ($) 

® ^^Bfous leader eq route 
for Ireland (8) 

, down 

Si® ' brasarTicein 

5 the 

crossword gone? (7A3^) 


4 Prayer to reverse American 
charges? (7) * 

6 J spy indigo plant, mal- 

formed after all rd honed 
for (15) , ' 

7 Perfome, -round and ham 

(5) ' , 

8. 21 Exchange rate is cer- 
tainly ground for adven- 
ture story (8,6) 1 

9 Ploy used- in the Tdmpest,' 
Act I, could work (6) -1 

16 Little boy tinned up with 
secret of sweet on- stick? 
(M) 

17 Fare to Olympus: ia J setter 
one without brothers? (J8) 

19 LffiEDdaryploy?<6) 

20 Cherry, nearly ripe* keep- 
tne gold cn 

21 See 8 

23 Chew, that produced the 
Scream (5J 
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LONDON STOCK EXCHANGE 


Interest rate hopes and bid story boost shares 


MAMCETRg QHT 

By Stan Thompson, 

UK Stock Market Bffior 

A call for a one percentage 
point cut In UK interest 
rates by the Lex column in 
the Financial Times brought 
a powerful response from 
London’s stock market 
yesterday. 

The call came ahead of 
today's meeting of the Bank 
of England's monetary pol- 
icy committee to determine 
interest rate policy. 

“The market got itseir 
very excited at the prospect 
of a cut of that size. There 


are now plenty of people 
who think such a move is 
now a viable prospect,” said 
one marketmaker. 

“If that is the case then 1 
think the market will run on 
very strongly." 

He added: “The minimum. 
25 basis points. Is already in 
the market, and there are 
plenty who reckon 50 or 75 
basis points is on the cards. r 
But he warned that any deci- 
sion to leave rates 
unchanged would not he 
well received. 

It was not simply the rate 
talk that was behind Lon- 
don’s good showing. The 
Dow Jones Industrial Aver- 


age made good progress on 
Monday, finfqhing well clear 
of the 9,000 level, and Wall 
Street gave a relatively resil- 
ient performance again at 
the opening yesterday. 

Another bull point for 
London was strong buying of 
Zeneca just before the close, 
amid renewed rumours that 
merger plans are imminent 
for the UK drugs group, with 
Astra, the Swedish group, in 
the frame. 

The takeover rumours 
were not confined to Zeneca. 
Hints of more corporate 
activity have been one of the 
stock market’s main drivers 
in recent weeks; comple- 


menting the bullish interest 
rate story. 

At the close, the FTSE 100 
index had regained the 5.600 
level, fi nishing 39.0 ahead at 
5,515.7. At its best, shortly 
after trading commenced, 
the index hit a session high 
of 5.639.8. up 631 

There was less enthusiasm 
tor the market’s second- and 
third-string stocks, which 
tended to be left behind 
ami d continuing concerns 
about the relentless tide of 
itigmai company results and 
profit warnings, although 
both were helped along by 
another decline in sterling. 

The FTSE 250 struggled 


for most of the day but even- 
tually settled with a 42 gain 
at 4.757.7. a fraction, off the 
session, high. The FTSE 
SmallCap, meanwhile, was 
up 32 at 2,022.3. 

There was another burst 
of bad news in the smaUer- 
company stocks with profit 
warnings ' causing severe 
damag e to the share prices 
of another handful of st ocks. 
Including Prism Bail, VHE 
and Orb is. 

Another talking point in 
the market was today’s 
review of toe FTSE 100 con- 
stituents. Many, including 
ABN Amro, expect to see 
Dixons, the high street 


retailer, and the two tobacco 
companies. Imperial and Gal- 
laher. elevated to toe Lon- 
don market's benchmark . 
index. 

Those elevations would 
come possibly at the expense 
of hfisys, among others. 

Commenting an the recent 
flood of profit warnings,- the. 
strategy at Credit Sui- 
sse First Boston said: “We do 
not look for any signs of 

improvement in the general 

health of the corporate -sec- 
tor over, the coming 
months." . 

Turnover of 846.2m shares 
was a slight Improvement on 
Monday’s levd. .. .. 
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Zeneca 



"deficient In the seed biotech 
area" and there was always 
a possibility that it might 
announce a joint venture in 
that area. 


to fall 3£ per cent as toe 
latest raft of downgrades 
took their ton. 

The stock eventually 
closed down 6V. at 366%p 
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COMPANIES REPORT 
By Pater John, Martin Brice 
and Joel KQnzo 

Zeneca jumped 100 to £25.20 
as word leaked out that a 
merger with Astra of Swe- 
den was to be announced. 

The story hardened after 
the market closed, with 
advisers conceding after 
intense pressure that an all- 
paper deal would be revealed 
this morning. 

The shares sprang to life 
as the market speculated 
that today's agrochemicals 
presentation might generate 
some surprises. 

The presentation was 
scheduled for one of the 
company's sites in Hamp- 
shire. But. late yesterday 
afternoon, Zeneca rang all 
the analysts invited to say 
the venue had been moved 
to the City. 

Zeneca said it was shifting 
the meeting for logistical 
reasons, but declined to elab- 
orate. The decision led to 
rumours that toe company 
was planning an announce- 
ment more suited to a high- 
profile central location. 

Astra would make no com- 
ment on whether an 
announcement was due or 
whether board members had 
flown to London. 

Other speculation included 
comments that Zeneca was 


$650m purchase of Cargill, 
the US agrobusiness and 
industrial group, was 
recently thrown into doubt. 
DuPont of the US was also 
mentioned. 

A decision by British Air- 
ways to talk down analysts* 
profit expectations saw the 
shares come under heavy 
selling pressure. They 
moved against the rising tide 


FT 30 INDEX 


busiest stocks in the market 
Traders said toe frighten- 
ing speed of the slowing of 
BA’s markets was high- 
lighted by the pace of down- 
grades. When BA a n n ounced 
interim figures a few weeks 
ago, it was telling analysts it 
was comfortable with fore- 
casts of £400m for the frill 
year. However the past few 
days have seen 25 per cent 
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come off forecasts after ana- 
lysts talked to the company. 

Forecasts collated by 
IBES, the estimates service, 
show earnings per share 
forecasts have been cut 28.5 
per cent in the past four 
weeks, since BA revealed a 
Call in pr emium passengers. 

Declan Magee, transport 
analyst at ABN Amro, said: 
“Even after the substantial 
downgrades of only five 
weeks ago. the operating 
environment has deterio- 
rated farther with a conse- 
quent slashing of forecasts 
again." 

He has cut this year's fore- 
casts 24 per cent to £300m 
and told clients: “Clearly 
management have underesti- 
mated the difficulties in the 
market" 

Sentiment in the stock, 
which has underperformed 
the FTSE 100 by almost 20 
per cent in .the past five 
weeks, was not helped by 
the BA staff magazine 
talking of yields coming 
under the most pressure 
since the Gulf war. 

Goldman Sachs told cli- 
ents that global slowdown is 
likely to lead to lower indus- 
try profits next year. 

Intense bid speculation 
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returned to the telecoms sec- 
tor after US group Global 
TeleSystems . (GTS) 
announced the acquisition of 
Esprit Telecom to create a 
significant player on the 
European telecoms scene. . 

News of the move again 
turned the spotlight on 
domestic telecoms as ana- 
lysts and sector watchers 
hinted at the prospects of 
restructuring and merger 
activity in the UK. 

Most of the bid rumours 
settled on Colt Telecom, 
which sent the shares 
sharply ahead. They dosed 
40 up at 840p, an all-time 
high, and the best p erfo rmer 
in the FTSE 100. • • 

One analyst said: There is 
a view that Colt could be 
vulnerable to a bid, so when- 
ever there is merger activity 
it will receive attention." 

Energis surges 

Other stocks in demand 
included Energis, which 
appreciated 35 to £10.9714, 
while Telewest Communica- 
tions hardened 5 to 148V&P. 
Cable & Wireless Communi- 
catloiis improved 10 to 537p. 

BT gained 11 to 850p. with 
sentiment boosted by news 
of AT&T’s acquisition of 
IBM's global network. The 
acquisition is seen as posi- 
tive for the proposed allianna 
between BT and AT&T. 

Premier Oil, the explora- 
tion and production com- 
pany, was the worst per- 
former in the FTSE 250 in 
percentage terms. The 
shares fell 2ft to I8ftp. as 


some analysts fretted about 
balance sheet strength. 

The majors crackled back 
to Efe after a few depressed 
days and In spite of toe lack 
of any real revival in the oxV 
price. Shell Transport 
bounced 14% to 349&p and 
BP 23 to 8S3&P- - .. 

Mining stocks were sup- 
ported by some weighty 
r twimmanH-iH ons published 
by T. Hoare. 

In spite of the weak out- 
look for commodity prices. 
Billiton was steady at 125ftp. 
T. Hoare recommends the 
stock ap to 152p. Also. 
Strand Investment bought 
2-5m -shares on Monday at 
125p eaeh . taking its stake to 
just over 2 per cent 

Bailtrack was down 49 at 
£15.21 ahead of the 
announcement today from 
the Office of the Bail Regula- 
tor on the company's asset 
base. HSBC yesterday reiter- 
ated its “reduce" stance and 
its S1&50 price target ' ■ 

The broker told clients the 
best-case regulatory result 
would produce shares. worth 
£17.50, while “a strict adher- 
ence to regulatory precedent 
would imply £ 11 ". 

Stagecoach w as the worst 
performer in the FTSE 100 as. 
it lost lift to 230p. Traders 
dismissed suggestions that 
file fall was due to a profit 
warning from fellow ' rail 
operator Prism Rail and said 
the cause was more-likely to 
be investor nerves ahead of 
today’s announcement from, 
the rail regulator. 

Stagecoach figures, due 
tomorrow, are expected to 
show a profits rise of 22 per 
cent 

NatWest jumped 42 to 
£10.93 as Merrill Lynch 
stressed its support for tile 
company in spite of moving 
down its profit forecasts. 
The broker cut its current- 
year figure by £68m to 
£1,90301 and next year’s 
number by £138xn to £2£78xn, 
but said cost-cutting next 
year would relieve pressure 
and the shares could be 
expected to hit £12-50. 
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S TOCK 

Asian profit-takers set downbeat mood 


WOf^^OVGRVnEW 

Asian investors took profits 
or paused for breath after 
recent gains in the region's 
markets, setting the tone for 
a subdued day’s trading on 
bourses worldwide, writes 
Michael PeeL 

Bangkok, which was 
closed on Monday, was the 
only Asian market to post a 
big rise as investors strove 
to catch up with other 
exchanges. The SET Index 
finished 3.7 per cent higher. 


compared with a 1.2 per cent 
increase in Singapore, the 
next best performer. 

The more cautious 
approach on other bourses 
comes after a steep rise In 
the IFC Asia investibles 
index. The index is now 57 
per cent higher than Its Sep- 
tember 1 low and only 1 per 
cent down on its level at the 
start of this year. 

Asbok Shah, head of 
emerging markets equities 
at Old Mutual Asset Manag- 
ers (UK), said many local 


investors with short-term 
holdings were booking prof- 
its after the recent climb. 

“Some stocks have gone 
up between 50 and IQQ per 
cent in a week," he said. “A 
lot of people have made big 
losses and this is a rare 
opportunity. You will proba- 
bly see it (continuing] far 
the next two or three days." 

In Europe, by contrast, the 
mood was dominated by 
uncertainty about the 
macro-economic situation. 
The mam taTfc-tng - point was 


the release of figures show- 
ing German unemployment - 
rose last month for the- first 
time in almost a year. 

Aside from that news, 
wmrh of the talk still con- 
cerned interest rates, as 
Deutsche Morgan Grenfell 
pointed out in a note 
released yesterday. The bro- 
ker expects fresh cuts immi- 
nently in Poland, Greece and 
the UK 

On the corporate side, 

investor interest was centred 
mainly on the fortunes' of 


sectors rather than on the 
performance of individual 
businesses. Sentiment 
towards insurance stocks 
suffered after broker Wil- 
liams de Brofi downgraded 
its assessment of the sector’s 
prospects next year. 

There were signs of arafly 
in all stocks late in the day. 
The sector, which has 
tracked the oil price down- 
wards in recent, weeks, 
surged hack from early, 
losses as the price of Brent 
blend for January delivery 


moved steadily higher in 
London trading. • 

Th e Dow Jones Industrial 
Average was almost 
ixDChaogBd in early trading, 
although several high- 
technology companies 
readied record highs. 

Impeachment proceedings 
against President Dill Clin- 
ton appeared to have little 
immediate effect on inves- 
tors, despite Deutsche Mor- 
gan Grenfell's comment that 
investors should put the pro- 
. cess on their radar screens. 


emergingmarket focus 

Cairo lain 
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High-tech 
stocks c limb 
but Dow slips 


Downgrade damages insurers 


jMMERICAS_ _ 

US stocks were mixed at 
midday, with high-tech and 
transport shares higher and 
bonds also gaining ground, 
writes John Labate in New 
York. 

But by early afternoon the 
Dow Jones Industrial Aver- 
age was down 26.78 at 
9,043.69 while the broader 
Standard & Poor's 500 index 
fell 024 to 1,18086. Declining 
shares held a slight edge 
over advancing ones on the 
NYSE. 

T think this market is 
marking time here for a 
addle after the big advances 
we've had, and now we’re 
heading Into the earnings 
season," said Hildegard 
Zagorski, stock market ana- 
lyst at Prudential Securities. 
Analysts in the bond and 
stock markets saw no impact 
on trading from the House' 
impeachment proceedings 
against President Clinton. 

A profits warning by 
Union Carbide weighed on 
the Dow in early trading as 
the company said fourth- 
quarter operating earnings 
would decline more than had 
been expected. The stock 
was down $1K to 542%. 

But AT&T rose 4.5 per 
cent or $2 ft to 567ft after the 
company wwpownced & 55bn 
acquisition of IBM’s global 
network division as well as a 
new outsourcing agreement 
with IBM. 

hi the transport sector Air- 
borne Freight soared more 
than 7 per cent or 52 Vi to 
582% after Merrill Lynch 
rated the company a 


long-term buy. Major air- 
lines were mostly higher as 
welt with AMR, parent of 
American Airlines, up 81 V* to 
568%. 

Helped by strong rises In 
computer-related shares, the 
Nasdaq composite was up 
14.65 to 225529. Semiconduc- 
tor shares got a boost after 
Morgan Stanley Dean Witter 
raised its price targets for 
several stocks including 
Intel, up 53% to 5122ft, and 
Lattice Semiconductor, up 
more than 7 per cent to 
$43%. 

Most compute* producers 
wete also strong risers, with 
Hewlett-Packard up 51ft to 
568ft. But Apple Computer 
fell 5% to $32% after the com- 
pany shipped new software 
to address problems with its 
new operating system. 

Cyberlan Outpost, the 
online retailer,: gained 5% to 
$25% after it announce d an 
allian ce with Scandinavia 
O nline. 

The Russell 2000 index of 
small company shares was 
2.49 higher at 403.66. 

TORONTO pushed higher 
In early trading; helped by 
investor demand for energy 
and telecoms stocks. At 
noon, the 300 composite 
Index was up 34.82 at 
6,401.70. 

A more stable day for 
international on prices plus 
a sense among traders that 
the sector, a weak market 
lately, had begun to form 
some sort of a bottom, lifted 
energy stocks. Ranger Oil 
gained 25 cents to C$7 JO and 
Talisman Energy added 
C5L15 at C$2820. 


Caracas soars 12% after 
Chavez election victory 


CARACAS shot higher on its 
first day of trading after 
Sunday's election. Buoyed 
by a wave of political opti- 
mism, the benchmark IBC 
Index stormed 47809 ahead 
to 429727 at mldflesslon, a 
gain or 12 . 2 per cent. 

Volumes rose as traders 
plunged back Into a market 
that had been severely 
depressed by weak interna- 
tional oil prices and political 
worries. But an early moder- 
ate message to the financial 
community from president- 


elect Hugo Chavez allowed 
investors to breath a sub- 
stantial sigh of relief. 

Leading shares led the 
rally with Electriddad de 
Caracas jumping 35 bolivars 
or 20 per cent to 207 bolivars 
in heaving trading volume. 

SAO PAULO moved in the 
opposite direction, weighed 
down by economic concerns 
after the sharp deterioration 
in the budget deficit for Sep- 
tember. The Bovespa Index 
was off 104 or 12 per cent at 
7242 at midsession. 


EUROPE 

European insurance stocks 
came under pressure on an 
otherwise mundane day 
after the sector received a 
broker downgrade on the 
view that its relative outper- 
formance during much of 
1998 was unlikely to be 
repeated next year. 

Kevin Ryan at Williams de 
Brofi said asset values had 
been inflated by the expecta- 
tion of consolidation. At the 
same time, the euro would 
increase transparency for 
investors customers. 

This will see the continu- 
ation of falling insurance 
rates, and stocks brought on 
a country-weighting basis 

The FTSE^Bmitoir MO^india 
rose 024 or 028 per cent to 
1,11855. See Earn Prices page. 

wDl lose this support once 
euroland becomes a reality ," 
said Mr Ryan. 

FRANKFURT saw a sharp 
tell in Allianz, buffeted by 
news that Deutsche Bank 
was to issue a Z2bn euro 
convertible bond exchange- 
able for Allianz shares. Deal- 
ers noted that if the bond 
was exercised, it would 
account for 12 per cent of 
Allianz stock, it fell DM19 to 
DM558 while Deutsche Bank 
was DMl.07 lower at 
DM9722. 

The broad market was 
lower, hit by the weak dollar 
and news of higher Novem- 
ber unemployment, which 
suggested economic recovery 
might he faltering. The 
Xetra Dax index registered a 
foil of 1228 to 4,70819. 

Most large-cap stocks 
closed lower, although 
HypoVereinsbank was an 
exception, bouncing DM3 
higher to DM135 after its 
recent slip. 

Preussag surged DM1920 
to DM660.50, extending its 
gains as the company contin- 
ued co-operation talks with 
Thomas Cook of the UK 

Siemens put on DM1.40 to 
DM101.40 as bargain-hunters 
targeted the stock after five 
sessions of losses. 

PARIS was in hesitant 
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mood after a three-day gain 
of 121 points. The CAC-40 
index ended off 5.81 at 
3,765.41 after hitting a ses- 
sion low of 3,75421. 

Motors were among the 
weaker stocks, with Renault 
Slipping FFr4.10 to FFr25720 
and Peugeot FFr19 to 
FFr880. Among component 
groups, Michelm improved 
FFr9.60 at FFr227.70, but 
Valeo lost FFrHUO or 22 per 
cent at FFr45890. 

Oils rallied towards the 
dose, helped by a better tone 
for international oil prices. 
Total, down to FFr572 at one 
stage, ended off FFrl at 
FFr586. Elf Aquitaine 
improved FFr4 at FFr685. 

Dull banks were led lower 
by. BNP. off FFr13.90 at 
FFr435, and CGF, which lost 
FFr12 at FFr478 

Retailer Pinautt-Printemps 
led the day’s performance 
charts, gaining FFr26 at 
FEV120& RhOne-Poulenc ral- 
lied FFr2 at FFr279. 

ZURICH was broadly 
easier in quiet trade, 
although Adecco, the tempo- 
rary employment group, 
jumped SFr7 to SFr600 on 
news the shares were to he 
incorporated in the SMI next 
July. SG5, the Geneva-based 
Inspection and verification 
group, was another winner 
rising SFr48 to SFrl J.47. 

The SMI index finished 
486 lower at 62184 in sub- 
dued turnover of SFi2bn. 

Novartis also bucked the 
negative tread, with a rise of 
SFr20 to SFT2295, while 
among the other heavy- 


Jo’burg hit by rand worries 


SO^AH)^ 

Currency worries over- 
shadowed equity markets in 
Johannesburg and the all 
share index ended 312 lower 
at 52162 in thin volumes. 

The rand slipped to a two- 
month low in the foreign 


exchanges. This was good 
news for golds, but it sent 
tremors through the broad 
market Industrials shed Ll 
per cent at 5203J. and finan- 
cials lost 12 at 7,714A 
Golds provided nearly all 
the upside action, adding 2.4 
percent at 9688 


Nikkei rises on new optimism 


^.PACIFIC 

Moderate optimism in 
TOKYO led share prices to a 
second-day rise, although 
the weakness of the advance 
and low trading activity 
suggested the gains are 
likely to be unsustainable, 
writes Afichiyo Sakamoto. 

Wall Street’s overnight 
rise and positive comments 
about the Japanese economy 
supported a gain of 84.71 in 
the key Nikkei average to 
14.80820. The benchmark 
index moved between a low 
of 14,775,02 and a high of 
1421809 during the day. 

The Toplx index of all 
listed shares gained 629 to 
143129 and the Nikkei 300 
rose 129 to 22814. 

Retreating issues outnum- 
bered advancing ones by 611 
to 497 while 168 issues were 
unchanged. Volume was 
weak with 356m shares 
changing hands, although 
this was an improvement 
over Monday's 240m. 

Sentiment was lifted by 
the government's monthly 
economic report which said 
there were signs that the 
economy was finally begin- 
ning to pick up. 

However, the optimism 
was muted due to a lack of 
concrete signs that activity 
was rebounding. Further- 
more, the finance minister 
dampened any optimism by 
indicating caution about the 
future outlook. 
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The unwinding of cross- 
shareholdings towards the 
end of trading also took the 
Nikkei off its highs. 

Among sectors, the rise erf 
high-tech shares in New 
York lifted high-tech export- 
ers such as Sony, which 
gained Y60 to Y9R10. 

SYDNEY continued to 
improve, adding 15.6 to 
2,771.7 on the All Ordinaries 
index. Banks remained 
active amid a further round 
of merger talk. NAB rose 17 
cents to A$2425, Westpac 
added 27 cents to AS10.49 
and ANZ 24.5 cents to 
A 51026 . Telecoms had a 
strong day, too, with Telstra 
gaining 11 cents to A5728 

BANGKOK pushed firmly 
ahead on the bank of strong 
demand for financials. Siam 
Commercial Bank, which 
announced plans to make 


use of the state capital assis- 
tance scheme, fell Btl.50 to 
BtlA25, but the rest of the 
sector was in favour. The 
banks index rose 62 per cent 
and property 6 per cent. The 
SET Index ended op 12.64 or 
87 per cent at 35027. 

TAIPEI ended lower in 
spite of an official downward 
nudge for interest rates. 
News that the central bank 
had cut its marker rates by 
25 basis points sent shares 
higher in early trading, bat 
they fon back on concerns 
about a US Trade Commis- 
sion probe into Taiwanese 
export pricing policies. At 
the dose, the composite 
index was off 60.66 or 12 per 
cent at 7212.68. 

SINGAPORE finished up 
but off its highs after a ses- 
sion in which hanking nyiH 
property stocks dominated. 

Dealers said talk of several 
covered warrants being 
issued on Singapore banks 
fuelled interest in banking 
stocks. Keppel Bank hit a 
year's high of SS226 before 
dosing at S$229, up 14 cent* 
on the day. 

Talk of an Imminent cut in 
interest rates boosted the 
wider market, and particu- 
larly the property sector. 
The Straits limes index rose 
16.79 or 12 per emit to 
1293-61. City Developments 
ended 15 cents higher at 
SST.65 while DBS Land 
gained 8 cents to SS221. 

HONG KONG ran Into 


profit-taking after Monday's 
hefty 4.7 per cent gains and 
the Hang Seng eased 
77.74 to 10251.08 in modest 
turnover of HKSSfcn. 

China-linked shares also 
came under pressure as con- 
cerns about forthcoming 
share placements hampered 
trade. The red chip China- 
Affiliated Corporations index 
shed 2.4 per cent while 
H-shares lost 12 per cent 

SEOUL drew back after a 
strong early rise, ending a 
run of five successive tping- 
The Kospi index dosed 427 
or 02 per cent lower at 
509.85. Brokers said inves- 
tors decided to temper their 
enthusiasm because of con- 
cerns about the steepness of 
the recent rise in the mar- 
ket 

The index had dimbed 15.4 
per cent in the previous five 
days’ trading, a total of 
329.46m shares, worth 
Won2^80bn, were traded, 
compared with Monday's 
32826m shares, worth I 
Wan2280bn. 

MANILA edged down as 
profit-takers' sold stakes in 
blue chip companies. The 
composite Index lost 1851 or 
l.o per cent to close at 
121528 

Philippine Long Distance 
Telephone shed 20 pesos or 2 
par cant to finish at ljOOQ 
pesos, while Ayala Land, the 
real estate company, fin- 
ished 02 pesos or 42 per 
cent lower at IQ pesos. . 


weights Roche certificates 
lost SEWS to SFrt6,105 and 
Nestle lost SFrfO to SFr2210. 

Among . weaker insurers, 
Swtss 'jte. feUV&Fr62 .to 
SFi3228 and Zurich Allied 
finished SFT18 lower at 
SEW42. v 

SAir Group lost SFr520 to 
SFr3i0~ reflecting, foiled 
Swiss attempts to reach a 
deal with the . European 
Union- obair transport 
AMSTERDAM ended mod- 
estiy higher with, the AEX 
Index up 4.74 at 1.07835. Sen- 
timent was largely underpin- 
ned by steady buying at 

FhfHps aild Royal Dutch. 

The former, gained. EL1.70 . 
at. FI 127.40 while' ]B8&jp4y 
Dutch was able to 
soft global oil prices thanks 
to renewed industry consoli- 
dation- talk. The shares 
added FI 120 at FI 8818 
DSM improved FI 2.40 to 
El 17520 following an upbeat 


trading statement from the 
.leader *h»t reiter- 
ated a forecast of “clearly 
higher” full-year earnings. 

In -a mixed media sector, 
Elsevier came off 90 cents or 
87 per cent ' at FI 2840 as 
i n vestors c o ntinued to digest 
last week’s profits warning 
from the g ro up . 

OSLO -moved higher in 
spite of continued currency 
weakness: The krona had 
another bad day on the hade 
of talk ol rate cuts. 

Norsk Hydro, a weak mar- 
ket lately on soft oil prices, 
raffled NKrt to NKr24& The 
Total index improved 1829 
to 90424, 

WARSAW featured a 
sharp tea in food prod u cer 
and trader- Aggos after the 
group foweeed'ltd l^te^ fore- 
casts .for the - second time 
this year. The shares fell iao 

Madrid aad^MtaTwete dosed 
■far pride hbHays. 

zlotys or the maximum per- 
mitted w per cent to 1220 
zlotys as the WSg index gave 
up 60-7 to 122262. 

TEL AVIV saw a 62 pear 
cent rise in lsrad Chemicals 
on speculation Potash Carp 
af Canada, which has taken 
a. 9 per cent stake, might 
fi eeg c&ftfcnSL .TEsrajfi ChemS- 
icakfpdt to Sbk22 to ShkS77. 
TbeTA-100 index crept 1.15 
higher to 29851- 

Wrttera and edited by Mcfaaol 
Morgan, Jeffrey Brown and 
Pete Kafi 


Egypt intends to -rapidly 
expand its pool of investors 
on the stock exchange by 
transmitting real-time infor- 
mation on the market via 
' satellite lfoka to domestic 
and regional subscribers. ^ 

■ The Cairo and Alexandria 
Stock Exchanges (CASE) 
hope this move could double 
the size of their investor 
base. 

The exchanges have 
agreed a memorandum of 
rmrfpr g HinrfTng with the Mad- 
rid stock exchange that will 
lead to the upgrading of data 

on listed Egyptian compa- 
nies and distribute the infor- 
mation to potential investors 
who currently have no direct 
to market statistics. 

The CASE and Infoborsa, 
the information section of 
the Madrid exchange, are 
discussing file establishment 
of a. joint-venture company 
that will train Egyptian per- 
sonnel and )ic e nsB . the Span- 
ish software for use in the 
Egyptian market 

Central to the Egyptian 
strategy has- - .. been the 
flggmwptT/m that the stability 
of the capital market relies 
upon creating a secure 
domestic investor base. 

There are 6Q02QO Egyptian 
shareholder s, despite finan- 
cial analysts', estimates that 
. 3m-4m Egyptians have suffi- 
cient capital to Invest 
E£t0,000. There are also 4m 
Egyptians working to the 
Gtdf states, whom the gov- 
ernment hopes to see . invest 
In their home country ' 
through remote trading facil- 
ities routed through Cairo 
brokers. 

"We cant build our mar- 
ket on the foreign [portfolio] 
i nvestor. Yon have to build 
the domestic [and expatriate 
Egyptian] base,” said Sherif 
Raafat, chairman of the 
CASE and architect of the 
stock exchange development 
strategy. 

'‘The ohly way you can go 
forward is by using the 1250 
hawk branches around the 
country, ff you can get 40 
per cent of these banks to 
have workstations, you can 
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i ncr ease the market size up 
to 100 per cent,” said Mr 
Raafat 

“On a satellite I can trez&r 
mit to the banks in the GuHj 
They can have workstation^ 
in their branches. I*m going, 
to do a quantum jump. The 
way to do it is by using sat: 
eUite transmission," he said, . 

Egyptian banks are become 
ing increasingly involved to 
investment banking and bro- 
kerage activities. They are 
determined to use their 
nationwide presence to gen- 
erate capital market busi- 
ness beyond their traditional 
banking role. 

Part of the appeal of the 
Spanish model stems from 
the feet that 70 per coot of 
subscriptions to the Spanish 
Infoborsa system come "from 
outside they capital. The 
Egyptian-Spanish joint ven- 
ture will be in Knglish ami 
Arabic, and the information 
sold to financial databases. 

“We will have the same 
system from Casablanca to 
Bahrain- It's a way of unitr. 
ing some of the regional 
exchanges so we are all 
interconnected," said Mr 
Raafat, who will mid his ten- 
ure as CASE chairman 6ft 
December 18 ... 

“The Madrid system can' 
cal] up other exchange* 
around the world. This is 
what we want to do with 
Egypt That way Tam all set 
up," he said: 

MarkHuband 
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The strength of a 
relationship is judged by the 
challenges it endures. 


Chase.is committed to providing liquidity and impeccable 
execution under the most challenging conditions. 

Our 4,000 global markets professionals, combined 
■ with our capital strength and award-winning research, 
make us the trading partner of choice for all your fixed 
: income, derivatives and foreign exchange nn-d s. 
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